STATE  LIBRARV  OF 
docs, pa 
Tax  problem  •. 


00144824  8 


V. 


FEKNSYLVANiA  £~ATE 


r T T--  Y 


JL.iAi 

YO^U 


G3V3i;'‘i'i^£‘-  •.  ublicaaoas 


Digitized  by  the  Internet  Archive 
^ in  2017  with  funding  from 

This  project  is  made  possibie  by  a grant  from  the  Institute  of  Museum  and  Library  Services  as  administered  by  the  Pennsyivania  Department  of  Education  through  the  Office  of  Commonweaith  Libraries 


https://archive.org/detaiis/taxprobiemreportOOpenn 


* i J.  d 


MARCH  1953 


«-i.d,x9  Library 

DOCb;ViiJ]r-;TS  SECTION 

^T- 


Report  of  the  Tax  Study  Committee 

COMMONWEALTH  OF  PENNSYLVANIA 


PENNSYLVANIA  TAX  STUDY  COMMITTEE 


HARRISBURG 


ALFRED  G.  BUEXLER.  CHAIRMAN 
ALBERT  C.  CCX5N3 
LEONARD  A.  DRAKE 
E.  M.  ELKIN.  ESQ. 

HON.  WRAYBURN  B.  HALL 
HON.  WILLIAM  J.  LANE 
G.  FRANKLIN  McSORLEY 
HON.  ALBERT  S.  READINGER 
WESLEY  REITIE 
HON.  T.  NEWELL  WOOD 


Honorable  John  S,  Fine, 

Governor  of  Pennsylvania, 

Harrisburg,  Pennsylvania, 

Dear  Governor  Fine: 

On  behalf  of  the  Tax  Study  Committee  I am  transmitting 
to  you  a copy  of  our  report  on  the  Pennsylvania  tax  problem. 

In  view  of  the  Torgent  need  to  have  the  report  in  your 
hands  in  time  to  have  it  reproduced  for  presentation  to  the 
General  Assembly  on  March  30,  1953 » it  has  not  been  possible 
to  include  all  of  the  data  which  will  comprise  the  printed 
report.  This  is  particularly  true  of  statistical  material 
which  will  be  appended  to  the  report. 

Time  has  been  lacking  to  check  thoroughly  all  of  the 
data  for  accuracy.  Certain  revenue  estimates  for  new  tax 
sources  may  require  revision.  The  Committee  may  also  wish 
to  make  some  small  changes  in  the  process  of  editing  the 
report  for  the  printer. 

In  its  present  form,  however,  I believe  the  report 
will  indicate  the  magnitude  of  the  Pennsylvania  tax  problem 
and  provide  essential  background  material  for  appraising 
the  General  Fund  tax  structure  and  new  revenue  possibilities. 


Respectfully  yours. 


Alf^d  G,  Buehler 
Chairman 


March  26,  1953 
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"THE  PURPOSE  FOR  WHICH  ANY  TAX  IS  TO  BE  RAISED 

OUGHT  TO  APPEAR  CLEARLY  TO  THE  LEGISLATURE  TO 

BE  OF  MORE  SERVICE  TO  THE  COMMUNITY  THAN  THE 

MONEY  WOUXD  BE,  IF  NOT  COLLECTED." 


—PENNSYLVANIA  CONSTITUTION  OF  1776 
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.VIX 


THE  DUTIES  OF  THE  TAX  STUDY  COiMMITTEE 


The  duties  of  the  Tax  Study  Committee  are  set  forth  in 
the  letter  of  Governor  John  S.  Fine  on  April  18,  1952  to  members 
of  the  Bipartisan  Committee  announcing  their  appointment.  In 
this  letter  Governor  Fine  declared; 

”The  duty  of  the  Committee  shall  be  to 
make  a comprehensive  analysis  of  the  existing  tax 
system,  including  the  taxes  adopted  by  the  last 
Session  of  the  Legislature.  It  will  list  the 
good  and  bad  features  of  all  taxes  and  so  report. 

The  Committee  also  will  consider  all  other  poss- 
ible sources  of  revenue.  1 am  asking  the  Commit- 
tee in  its  deliberations  to  keep  in  mind  a tax 
system  best  suited  for  all  interests  within  the 
Commonwealth.” 
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MEMBERS  OF  THE  TAX  STUDY  COMMITTEE 


Alfred  G.  Buehler,  Chairman 
Albert  C.  Coons 
Leonard  A.  Drake 
E.  M.  Elkin 

Honorable  Wrayburn  B.  Hall 


Honorable  William  J.  Lane 
G.  Franklin  McSorley 
Honorable  Albert  S.  Readinger 
Wesley  G.  Reitze 
Honorable  T.  Newell  Wood 
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THE  PURPOSE  OF  THE  TAX  STUDY 


This  study  has  been  undertaken  by  the  Bipartisan  Committee 
appointed  by  Governor  John  S,  Fine  to  appraise  the  serious  tax  problem 
of  the  Commonwealth  of  Pennsylvania  and  to  provide  the  essential  infor- 
mation required  by  the  General  Assembly  in  deciding  upon  a course  of 
action  in  financing  the  General  Fund  appropriations. 

The  expenditures  out  of  the  General  Fund  for  state  services 
have  been  tending  for  some  time  to  outdistance  the  revenues  available 
from  existing  sources.  The  various  tax  measures  adopted  by  previous 
sessions  of  the  General  Assembly  have  increased  the  tax  revenues  of 
the  Commonwealth  but  will  not  provide  sufficient  funds  to  cover  the 
costs  of  public  instruction  and  other  state  functions  growing  out  of 
legislation  adopted  in  previous  sessions  and  the  current  requests  for 
funds  reflected  in  the  budget  proposed  by  Governor  Fine  for  the  1953- 
1955  biennium. 

The  Pennsylvania  state  and  local  tax  system  is  inequitable 
in  a number  of  respects.  The  question  is,  how  can  the  inequities  of 
state  and  local  taxation  be  lessened  while  the  Commonwealth  develops 
a revenue  system  more  adequate  to  meet  the  growing  revenue  needs  of 
the  state  and  local  governments?  How  can  a sound  and  permanent  basic 
tax  structure  be  formulated  which  will  be  fiscally  satisfactory,  effi- 
ciently and  fairly  administered,  conducive  to  a flourishing  economy, 
and  generally  acceptable  to  the  citizens? 
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No  tax  system  is  perfect o But  with  rational  planning,  the 
biennial  uncertainty  over  needed  tax  revisions  can  be  minimized,  the 
anxiety  of  the  citizen  and  business  enterprise  over  the  future  course 
of  tax  action  can  be  relieved,  and  the  best  energies  of  the  Common- 
wealth can  be  devoted  to -promoting  the  common  good  by  appropriate 
public  and  private  measures. 

The  Tax  Study  Committee  has  not  been  charged  with  the  re- 
sponsibility of  determining  the  proper  amount  of  state  appropriations 
or  the  desirability  or  undesirability  of  any  particular  expenditure. 

It  does  not,  therefore,  attempt  to  state  exactly  how  much  revenue  the 
Commonwealth  may  require  in  the  1953“1955  or  subsequent  bienniioms. 

The  revenues  which  will  be  needed  will  depend  upon  the  decisions  of 
the  General  Assembly  and  the  Governor,  aided  by  the  fair  and  intel- 
ligent judgment  of  the  citizens. 

The  Committee  has  endeavored,  within  the  limitations  of  its 
resources,  to  appraise  the  adequacy,  equity,  and  appropriate  place  in 
the  Pennsylvania  revenue  system  and  our  economy  of  the  several  major 
General  Fund  tax  sources,  both  present  and  potential  without  recom- 
mending any  particular  new  revenue  among  those  which  are  available. 
Neither  the  time  nor  the  resources  have  been  available,  however,  to 
investigate  intelligently  all  of  the  multitudinous  problems  encoun- 
tered in  the  Herculean  effort  to  raise  hundreds  of  millions  of  dollars 
annually  in  revenue.  There  is  an  evident  need  for  continuing  research, 
for  thoughtful  deliberation,  and  for  the  active  cooperation  of  all  of 
our  citizens  if  we  are  to  progress  toward  a better  balanced,  more 
adequate,  and  more  equitable  system  of  taxation. 
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Chapter  I 

The  General  Fund  Requirements 
SUMMARY 


The  analysis  of  the  General  Fund  problem  may  now  be  summarized.  General 
Fund  expenditures  have  been  rising  steadily  upward  in  recent  years  and  are 
expected  to  increase  in  coming  bienniums » 

Despite  tax  increases  in  the  preceding  bienniums , General  Fund  revenues 
may  lag  behind  proposed  appropriations  in  1953-1955  ly  an  estimated  $157*2 
million  unless  the  General  Assembly  and  the  Governor  are  able  to  reduce  the 
total  appropriations  contemplated.  It  should  be  noted  that  in  recent  bienniums 
the  General  Assembly  has  increased,  rather  than  decreased,  the  total  appropria- 
tions requested  by  the  Governor. 

By  1959-1961 ; if  educational  expenditures  continue  to  increase  according 
to  the  programs  approved  by  previovis  sessions  of  the  General  Assembly  and  if 
the  sum  total  of  other  expenditures  remains  stationary,  the  revenues  from 
present  sources  may  fall  short  of  prospective  General  Fund  appropriations  by 
approximately  $457  million.  Public  school  retirement  costs  will  add  a sub- 
stantial amount  of  expenditures  to  the  total  educational  requirements.  The 
growing  gap  between  revenues  and  appropriations  will  be  even  greater  if  costly 
spendiPig  programs  now  being  advocated  are  adopted. 

The  present  tax  system  is  plainly  inadequate  to  support  the  cumulating 
revenue  demands  with  which  it  is  confronted. 

Not  only  are  very  substantial  new  taxes  necessary,  these  taxes  must  also 
be  continuing  permanent  revenues. 

As  Governor  Fine  has  declared,  the  levy  of  additional  taxes  at  a time 
when  taxes  are  already  heavy  "is  a most  serious  matter."  Tax  increases  should 
be  kept  to  a minimum  by  making  certain  that  every  dollar  appropriated  is 
essential  for  the  efficient  maintenance  of  necessary  public  services. 


Chapter  II 

The  Pennsylvania  Tax  System 
SUMMARY 


The  General  Fund  of  Pennsylvania  relies  primarly  for  its  revenue  upon  the 
general  corporation  taxes  on  net  income  and  capital  stock,  which  are  to  fur- 
nish ^7*5  per  cent  of  the  total  General  Fund  revenues  in  the  1951-1953 
biennium.  The  special  taxes  on  utilities,  insurance  companies  and  banks  will 
supply  7*6  per  cent,  providing  a total  of  55*1  per  cent  of  the  General  Fund 
revenues. 

Consumer  taxes  on  alcoholic  beverages  and  cigarettes,  supplemented  by 
liquor  store  profits,  are  to  yield  30*5  per  cent  of  the  total  General  Fund 
revenues.  The  inheritance  tax  will  add  6.2  per  cent. 

As  compared  with  the  revenue  systems  of  other  leading  states,  Pennsyl- 
vania depends  heavily  upon  her  high  corporation,  liquor,  cigarette,  and 
inheritance  taxes.  As  a result  of  the  acceleration  of  corporation  income  tax 
payments  in  the  year  1953 ^ the  general  corporation  taxes  in  Pennsylvania  this 
year  will  yield  more  than  ever  and  place  the  Commonwealth  in  the  vanguard  in 
taxing  corporations. 

While  certain  revenue  sources  are  highly  exploited  in  Pennsylvania,  a 
comparison  of  the  tax  system  of  the  leading  states  indicates  the  absence  of  a 
number  of  productive  revenue  sources  in  our  state  tax  system. 

Among  the  states,  only  6 states,  including  Pennsylvania  have  neither 
a general  personal  income  nor  a sales  tax.  There  are  now  29  states  with 
general  personal  income  taxes,  33  states  with  some  variety  of  general  sales 
taxation,  and  20  states  with  both  of  these  prolific  revenue  sources. 

Severance  taxes  provide  substantial  revenue  in  several  states.  Neither 
Pennsylvania  nor  any  of  the  bordering  states,  however,  imposes  a severance 
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AnruBement  taxes,  generally  of  limited  application  or  consisting  only  of 
nominal  license  charges,  are  levied  hy  many  of  the  states  but  usually  yield 
little  revenue. 

There  are  now  23  states,  including  all  bordering  states,  -which  tax  bettir^ 
at  pair“mutuel  race  tracks.  Some  of  the  states  raise  large  revenues  from  this 
source. 

Many  states  tax  soft  drinks,  -with  nominal  license  charges  and  generally 
without  producing  much  revenue,  A few  states  obtain  revenue  of  some 
importance. 

Property  and  per  capita  taxes,  and  particularly  the  latter,  are  usually 
of  only  minor  revenue  significance  to  state  governments. 

The  Commonwealth  revenue  problem  is  complicated  by  the  necessity  of 
competing  with  the  federal  and  local  governments  for  revenue.  The  federal 
taxes  are  especially  numerous  and  heavy. 

The  conclusion  is  reached  that  the  available  revenue  sources  are  limited. 
The  history  of  taxation  demonstrates  that  the  great  bulk  of  governmental 
revenue  is  derived  from  a relatively  few  productive  soiorces.  Some  of  these 
are  hi^ly  developed  in  Pennsylvania,  others  are  not  utilized  by  the 
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CHAPTER  III 


THE  PENNSYLVANIA  ECONOMY  AND  THE  BURDEN  OF  STATE  AND  LOCAL  TAXES 

SUMMARY 

The  tax  revenues  of  Pennsylvania,  both  state  and  local,  are  derived 
from  wealth,  Income,  and  expenditures  of  the  citizens. 

Potential  additional  revenues  are  limited  by  the  output  of  industry, 
mining,  and  agriculture,  by  trade  and  employment,  and  by  the  other  avail- 
able sources  of  wealth  and  Income.  It  is  therefore  desirable  to  note  the 
volume  and  trends  of  activity  in  the  major  branches  of  the  Pennsylvania 
economy  and  compare  them  with  economic  developments  in  other  leading  and 
competitive  states  as  an  analysis  of  the  present  tax  burdens  and  the  tax- 
able capacity  of  the  Commonwealth, 

Pennsylvania  has  been  expanding  in  population,  income,  manufacturing. 
Investment,  trade,  agriculture,  and  other  lines  of  economic  activity  in 
recent  years.  The  rates  of  growth  in  Pennsylvania,  one  of  the  more  mature 
states,  have  recently  not  been  so  high  as  those  of  other  less  developed 
and  faster  growing  states.  But  Pennsylvania  can  continue  to  grow  and 
remain  a leading  and  prosperous  industrial,  commercial,  and  financial 
state  if  the  citizens  will  Intelligently  and  effectively  cooperate  toward 
that  goal. 

Pennsylvania  state  and  local  taxes  are,  in  total,  comparatively  favor 
able  with  those  of  other  leading  states  when  they  are  measured  on  a per 
capita  basis  and  in  relation  to  income  payments  and  other  significant  meas 
ures  of  economic  activity.  Among  the  15  leading  states  studied  in  1951; 
Pennsylveuila  ranked  as  follows  when  total  state  and  local  taxes,  with  the 
addition  of  liquor  store  profits,  were  related  to  certain  measures  of 
comparison: 


1.  11th  on  a per  capita  basis 

2.  13th  in  relation  to  Income  payments 

3.  12th  in  relation  to  a combination  of  income  payments,  value  added 
in  manufacturing,  output  of  agriculture  and  mining,  and  retail 
sales . 

The  favorable  overall  tax  load,  hovever,  conceals  the  relative  over- 
taxation of  certain  revenue  sources  and  falls  to  reveal  those  sources  which 
are  relatively  undertaxed  or  not  even  developed.  It  does  not  disclose  the 
incidence  of  present  taoces  and  their  economic  effects. 

Unlike  a majority  of  the  other  states,  Pennsylvania  has  no  general 
personal  Income  or  sales  tax.  Taxes  therefore  inevitably  concentrate  on 
other  sources . 

A comparison  of  the  use  of  particular  state  and  local  revenue  sources 
among  the  leading  states  in  the  fiscal  year  1951^  excluding  motor  vehicle 
and  fuel  and  unemployment  compensation  taxes,  shows  the  following: 

1.  On  a per  capita  basis,  Pennsylvania  ranked 

1st  in  alcoholic  beverage  revenues 

1st  in  cigarette  taxes 

1st  in  general  corporation  taxes 

2nd  in  Inheritance  taxes 

11th  in  local  property  taxes 

2.  In  relation  to  income  payments  Pennsylvania  ranked 

1st  in  general  corporation  taxes 
2nd  in  alcoholic  beverage  revenues 
2nd  in  cigarette  taxes 
2nd  in  Inheritance  taxes 


11th  in  local  property  taxes 


3.  With  respect  to  the  percentage  of  state  and  local  tax  revenues, 
including  alcohol  profits,  obtained  from  its  major  revenue 
sources  in  the  fiscal  year  1951  Pennsylvania  ranked 
1st  in  cigarette  taxes 
1st  in  inheritance  taxes 
2nd  in  alcoholic  beverage  revenues 
2nd  in  general  corporation  taxes 
11th  in  local  property  taxes 

Summarizing  the  results  of  the  comparison  of  the  revenue  systems 
of  the  15  states,  the  rank  of  Pennsylvania  in  the  burdens  placed  on  those 
paying  each  of  the  major  revenues  was  as  follows: 


Revenue  Source 

Per 

Capita 

Income 

Payments 

Percentage 
Of  Total 

Cigarettes 

1st 

2nd 

1st 

General  Corporation  Taxes 

1st 

1st 

2nd 

Alcoholic  Beverages 

1st 

2nd 

2nd 

Inheritance  Taxes 

2nd 

2nd 

2nd 

Local  Property  Taxes 

11th 

11th 

11th 

The  many  public  services  provided  by  the  Commonwealth  presumably  benefit 
all,  or  at  least  the  great  majority,  of  the  population.  Indirectly  if  not 
directly.  All  who  benefit  from  those  services  should,  therefore,  contribute 
their  just  share  of  the  costs  of  those  services  according  to  their  ability 
to  pay. 

The  ever  recurring  pressure  for  new  tax  sources  proves  that  the  Common- 
wealth has  failed  to  develop  a revenue  structure  sufficiently  diversified  and 
flexible  to  provide  steadily  increasing  funds  required  to  finance  the  ex- 
panding General  Fund  budgets . 
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The  time  has  come  to  take  inventory  of  the  present  revenue  resources, 
appraise  future  revenue  requirements,  and  lay  securely  the  foundations  of 
a revenue  system  which  will  meet  the  long-range,  as  well  as  the  immediate, 
revenue  requirements  of  the  Commonwealth. 
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CHAPTER  IV 


STATE  TAXES  ON  SELECTED  OBJECTS 
SUMMARY 

The  two  commodities  which  provide  substantial  General  Fund  revenues  in 
Pennsylvania  are  alcoholic  beverages  and  cigarettes.  Alcoholic  beverages 
supplied  the  General  Fund  with  $86.2  million  in  the  fiscal  year  1952,  a 
sum  apparently  not  equalled  in  any  other  state. 

The  retail  prices  of  packaged  liquor  in  Pennsylvania  apparently  do 
not  greatly  exceed  those  in  adjoining  states,  except  in  Ohio,  where  mate- 
rially lower  prices  are  found.  The  Pennsylvania  liquor  patronage  holds  up 
well,  however,  in  spite  of  the  somewhat  higher  prices. 

Because  of  the  great  revenue  needs  of  the  Commonwealth,  it  does  not 
appear  feasible  at  this  time  to  lower  liquor  prices  by  reducing  either  the 
liquor  markup  or  the  10  percent  emergency  tax. 

The  low  markup  on  wine  has  had  the  effect  of  subsidizing  wine  consump- 
tion and  discriminating  against  the  purchasing  of  liquor,  A higher  markup 
on  wine,  comparable  with  that  on  liquor,  would  increase  annual  revenues  by 
approximately  $4.5  million,  according  to  the  Liquor  Control  Board, 

The  Pennsylvania  malt  beverage  tax  is  now  higher  than  that  in  many 
states,  including  Maryland,  New  Jersey  and  New  York.  It  is  lower,  however, 
than  the  taxes  of  some  of  the  other  states.  An  increase  in  the  tax  from 
$2.48  to  $3»72  a barrel  would  yield  approximately  $10  million  a year  in 
revenue  if  the  demand  for  malt  beverages  would  not  greatly  decline.  This 
would  approximate  the  beer  taxes  of  Ohio  and  West  Virginia  but  would  in- 
crease the  margin  over  the  lower  taxes  of  other  states. 

The  cigarette  tax,  another  important  revenue  producer,  furnished  the 
General  Fund  with  over  $44  million  the  fiscal  year  1952  at  a rate  of  4 


cents  a package.  The  tax  rates  are  lower  in  the  neighboring  states, 
except  in  West  Virginia,  where  the  rate  is  also  4 cents.  Massachusetts 
and  Florida  have  found  taxes  of  5 cents  a package  productive  revenues,  and 
a few  other  states  have  still  higher  tax  rates. 

The  demand  for  cigarettes  is  such  that  an  increase  in  the  rate  to  5 
cents  a package  in  Pennsylvania  would  probably  raise  new  annual  revenues 
of  $10  million.  Such  a rate  advance,  however,  would  increase  the 
Pennsylvania  tax  differential  over  the  lower  rates  generally  prevailing  in 
nearby  states. 

The  realty  transfer  tax  adopted  in  1951  is  estimated  to  supply  $29 
million  in  the  1953-1955  biennium  at  the  rate  of  1 percent.  A similar  tax 
at  a rate  of  1 percent  is  also  imposed  by  a number  of  local  governments. 
Taxes  at  moderate  rates  do  not  appear  to  affect  real  estate  transfers 
materially  when  the  markets  are  active.  A separate  real  estate  transfer 
tax,  however,  is  unusual  among  the  states. 

The  Pennsylvania  stock  transfer  tax  and  the  legal  documents  tax 
supply  relatively  little  revenue.  Collections  from  these  taxes  were  only 
$193^9^^  and  $443, 999^  respectively  in  the  fiscal  year  1952.  The  tax  rates 
on  legal  documents  are  low,  however,  and  somewhat  more  revenue  could  be 
obtained  from  them.  A doubling  of  the  tax  rates  should  double  the  revenue. 
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CHAPTER  V 


THE  INHERITANCE  AND  ESTATE  TAXES 
SUMARY 

The  Pennsylvania  inheritance  and  estate  taxes  together  constitute 
one  of  the  more  important  state  tax  revenues  with  a recent  annual  yield 
of  $26ol  milliono 

The  Pennsylvania  inheritance  tax  on  property  going  to  direct  heirs 
is  relatively  heavy  on  the  smaller  bequests  and  relatively  moderate  on 
the  larger  inheritances o The  flat  2 percent  rate  is  higher  than  the 
initial  rate  in  a number  of  states  but  is  also  lower  than  the  common 
maximum  rates  of  the  graduated  taxes  of  other  states o 

In  the  taxation  of  bequests,  Pennsylvania,  contrary  to  the  common 
practice  of  other  states,  allows  no  exemptions „ 

The  inheritance  tax  on  collateral  heirs  at  a flat  rate  of  15  percent 
in  Pennsylvania,  without  exemptions,  is  an  unusually  heavy  taxo 

While  Pennsylvania  taxes  gifts  in  contemplation  of  death,  other 
gifts  are  not  taxedo  If  gifts  were  taxed  in  a manner  similar  to  inheri= 
tances,  annual  revenues  of  approximately  $1  million  could  be  raised^ 

A substantial  amount  of  additional  state  revenue,  estimated  at 
130  million  annually,  could  be  procured  if  a minimum  credit  of  50  percent 
were  allowed  by  Congress  against  the  entire  federal  estate  tax  for  the 
payment  of  state  death  taxes o 

A further  $3  million  a year  could  be  obtained  if  a similar  credit 
of  50  percent  against  the  federal  gift  tax  were  granted  by  Congress  for 
the  payment  of  a state  gift  taXo 
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Chapter  VI 

The  State  Corporation  Taxes 
3UMMAPI 

The  results  of  the  Inquiry  of  the  Tax  Study  Committee  into  the  corporate 
tax  structure  in  Pennsylvania  may  now  he  summarizedo  Corporations  are  taxed 
because  large  revenues  are  readily  collected  from  them,  and  some  charge  is 
warranted  for  the  beneficial  services  provided  to  them  by  the  Commonwealth » 

The  taxes  collected  from  corporations  must  fall  upon  someone « They  are 
extracted  sooner  or  later  .from  the  individuals  who  own  the  taxed  corporations;, 
or  are  shifted  to.  consumers  in  increased  prices  or  affect  the  incomes  of 
employes « 

Corpo.rate  taxes  are  not  based  upon  the  ability  of  individuals  as  in- 
vestors^ consumers^  or  employes  to  pay  themo  They  tax  all  whom  they  hit 
allke^  at  the  same  rates  and  without  exemptions^  whether  they  be  rich  or  poor. 

One  study  of  corporate  share  ownership  has  found  that  in  1952  there  were 
6_p490,000  individuals  o'wnlng  the  stocks  of  publicly  owned  corporations.  This 
excludes  ownership  in  small  closely  held  corporations  and  the  stocks  of  co- 
operative associations.  The  .individual  shareholders  were  members  of  4^750^)000 
faml.lle3.  Over  a million  of  the  families  had  incomes  Under  $4^000^  including 
200^000  families  with  Incomes  under  $2,000,  Approximately  610^000  families 
with  incomes  from  $4^000  to  $5^)000  owned  shares^  as  did  2, 080^000  families 
with  incomes  from  $5^000  to  $10^000^  and  1,020,000  families  with  incomes 
over  $10^00'?, 

A tax  on  corpcrati-ns  is,  in  effect,  a tax  on  many  individuals^  and  its 
burdens  should  so  be  considered^  whether  they  impinge  upon  investors,  con- 
sumers^ or  employes. 

The  corporate  net  income  tax  is  the  General  Fund's  largesr  revenue 
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producer.  It  is  estimated  to  yield  one-third  of  the  General  Fund  revenues 
in  the  1951”1953  hiennium.  But  this  is  a source  of  revenue  which  is  sub- 
ject to  wide  fluctuations.  The  corporate  net  income  tax  in  Pennsylvania  is 
supplemented  by  the  capital  stock  tax  on  domestic  and  foreign  corporations 
which  yields  smaller  but  substantial  revenues.  As  indicated  in  an  earlier 
chapter a comparison  of  the  tax  system  of  15  leading  states  in  1952,  on  the 
basis  of  U,S,  Census  Bureau  data,  showed  that  the  taxes  Imposed  upon  cor- 
porations now  constitute  a greater  share  of  the  state  tax  revenues  in 
Pennsylvania  than  in  other  Important  commercial  and  Industrial  states,  and, 
in  fact,  of  any  other  state. 

The  basic  corporate  net  Income  tax  rate  is  5 percent.  The  effect  of 
accelerating  corporate  Income  tax  payments  in  1953,  however,  is  to  raise  the 
ratio  of  tax  payments  in  1953  to  7-5  percent  of  net  Income.  This  is 
currently  a higher  ratio  of  Income  taxes  to  Income  than  that  found  in  any 
other  leading  state , 

The  corporate  net  Income  tax  acceleration  is  an  unhappy  and  thoroughly 
confusing  device  which  should  be  discarded  at  the  earliest  opportunity. 

It  is  a device  resorted  to  by  no  other  state. 

Pennsylvania,  like  several  other  states,  taxes  corporate  net  Income 
without  allowing  a deduction  for  federal  Income  and  profits  taxes. 

Losses  in  one  year  are  not  balanced  against  Income  in  other  years  in 
Pennsylvania,  The  federal  government,  however,  allows  a carry-back  of  one 
year  and  a carry-forward  of  five  years  for  net  operating  losses.  Some 
states  also  permit  a loss  carry-over. 

The  Pennsylvania  corporate  net  Income  tax  is  especially  onerous  for  the 
numerous  small  corporations  with  net  incomes  under  $25,000  which  are  subject 
to  the  30  percent  federal  Income  tax.  The  state  taxes  of  these  firms  are 
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offset  to  a lesser  degree  their  deductihillty  for  federal  Income  taxa- 
tion than  are  the  state  taxes  of  the  larger  corporations  paying  a federal 
income  tax  at  a rate  of  52  percent  or  higher.  In  addition,  losses  are  more 
common  among  the  smaller  companies.  Domestic  and  foreign  corporations 
engaging  in  business  in  Pennsylvania  must  pay  a 5 mill  capital  stock  or 
franchise  tax  on  the  capital  located  in  or  employed  in  Pennsylvania.  The 
valuation  of  capital  is  a complicated  and  uncertain  process  not  controlled 
by  ajiy  definite  statutory  formula  vhich  results  in  inequalities  and  dis- 
satisfaction among  many  taxpayers.  Others  appear  to  be  satisfied  with  the 
valuations  resulting. 

The  capital  or  domestic  corporations  is  allocated  to  Pennsylvania  for 
taxation  according  to  the  ratio  of  the  value  of  capital  in  Pennsylvania  to 
the  total  capital.  In  the  case  of  foreign  corporations  chartered  in  other 
states,  the  allocation  gives  equal  weight  to  the  ratios  of  tangible  property, 
pay  rolls,  and  gross  receipts  in  Pennsylvania  to  the  total  tangible  property, 
pay  rolls,  and  gross  receipts.  Some  taxpayers  believe  this  arrangement 
discriminates  against  domestic  corporation.  If  such  discrimination  exists, 
there  is  no  logical  reason  for  it.  It  has  been  suggested  that  the  problem 
could  be  met  by  allowing  domestic  corporations  the  option  to  allocate  their 
taxable  capital  to  Pennsylvania  on  the  basis  of  the  three  fraction  formula 
applied  to  foreign  corporations. 
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The  valuation  of  capital  stock  Is  not  controlled  by  corporate  earnings. 
The  tax  must  be  paid  regardless  of  a profit  or  loss  condition.  The  smaller 
corporations  with  the  lowest  federal  Income  tax  rate,  and  with  the  greater 
tendency  toward  losses,  are  placed  at  a competitive  disadvantage  by  the  cap- 
ital stock  burdens  In  comparison  with  larger  corporations  which  pay  a higher 
federal  Income  tax  rate  and  obtain  a relatively  greater  benefit  from  the 
deductibility  of  state  taxes  In  determining  Income  for  federal  taxation. 

Total  capital  stock  payments  were  45*0  percent  of  corporate  Income  tax 
payments  In  Pennsylvania  In  the  fiscal  year  1952.  In  preceding  years  they 
were  consistently  more  than  half  the  total  Income  taxes,  thereby  sub- 
stantially Increasing  the  ratio  of  Pennsylvania  corporate  taxes  to  corporate 
Income.  For  a corporation  with  a low  Income,  the  capital  stock  tax  may 
exceed  the  Income  tax. 

In  spite  of  Its  economic  hardships  and  disadvantages,  the  capital 
stock  tax  supplied  substantial  and  more  stable  revenues  that  the  coirporate 
net  income  tax.  To  remove  the  tax  on  the  capital  of  domestic  and  foreign 
corporations,  equivalent  revenue  must  be  found  from  a more  equitable  and 
practicable  source. 

The  experience  of  the  other  states  should  be  a guide  to  Pennsylvania 
in  the  reform  of  Its  corporate  tax  system.  Only  Massachusetts  and  Pennsyl- 
vania have  a combination  of  relatively  heavy  taxes  on  net  Income  and  capital 
stock.  While  Maryland  and  North  Carolina  tax  both  net  income  and  capital 
stock,  the  capital  stock  tax  rate  is  low  in  both  states.  New  York  taxes 
either  net  Income  or  the  value  of  capital  stock,  whichever  Is  greater,  not 
both.  Illinois,  Michigan,  New  Jersey,  Ohio  and  West  Virginia  tax  only 
capital  stock. 
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In  the  opinion  of  many  tax  students  and  hnsinessraen,  considering  "both 
economic  and  equity  factors,  the  corporate  tax  structure  should  normally  be 
based  upon  net  incomLe,  The  success  or  failure  of  a concern  is  best  measured 
by  its  earnings,  Tlie  capital  stock  tax  could  be  employed  as  an  alternative 
tax  on  corporations  in  those  instances  where  it  would  amount  to  a greater 
sum  than  the  net  income  tax.  The  loss  of  revenue  from  adopting  the  proposal 
to  make  the  capital  stock  an  alternative  revenue  could  be  made  up  by  raising 
the  corporate  net  income  tax  to  approximately  7 percent. 

Placing  a primary  emphasis  upon  net  income  as  a basis  of  taxation  would 
remove  the  cause  of  many  disputes  between  the  taxpayers  and  the  tax  officials 
over  the  imcertainties  and  complications  involved  in  valuing  capital  assets, 
Pennsylvania  would  also  be  a more  attractive  state  in  which  to  engage  in 
business.  Its  competitive  position  wo'old  be  improved  as  compared  with  that  of 
other  states  which  do  not  depend  upon  a combination  of  heavy  income  and  capital 
stock  taxes, 

Co:rporation  bonus  charges  for  the  privilege  of  incorporating  in  Penn- 
sylvanl.a  or  entering  the  state  to  do  business  yield  small  revenue,  amounting 
to  $2,8  million  in  19?2,  and  co’cld  be  abandoned  as  an  encouragement  to  corpO” 
rations  to  enter  the  state  to  engage  In  business.  If  the  charges  are  retained, 
consideration  should  be  given  to  reducing  them  to  cover  only  the  expenses  of 
administration  and  to  rriaking  uhem  either  a license  fee  or  tax  which  would  be 
deductible  for  federal  income  ta^eation. 

The  corporate  loans  tax  on  indebtedness  is  withheld  from  interest  pay- 
ments hy  corporations  and  supplements  uhe  county  personal  property  taxes.  Only 
resident  owners  are.  taxed.  Since  the  revenue  obtained  is  small,  only  $1.6 
million  in  1952,  and.  in  view  of  the  compliance  difficulties  arising  in  screen- 
ing out  resident  owners  of  corporate  loans,  the  tax  might  he  abandoned 
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or  tamed  over  to  the  counties  for  enforcement  along  with  the  personal  prop- 
erty taxes. 

In  an  effort  to  ascertain  the  judgment  of  those  engaged  in  manufac- 
turing  in  Pennsylvania,  the  Tax  Study  Committee  sent  out  a questionnaire  in 
the  autumn  of  1952  inquiring  of  manufacturing  corporations  if  Pennsylvania 
state  and  local  taxes  were  influencing  decisions  to  modernize  or  expand 
manufacturing  facilities  in  the  state.  A majority  of  those  replying  said 
that  1952  taxes  were  not  influencing  their  decisions.  However,  most  of  the 
remaining  firms  declared  that  Pennsylvania  state  and  local  taxes  were 
adversely  affecting  decisions  to  modernize  or  expand  manufacturing  facilities 
in  Pennsylvania.  If  a similar  percentage  of  all  manufacturing  firms  in 
Pennsylvania  are  of  the  same  opinion,  thousands  of  corporations  operating 
in  the  state  consider  state  and  local  taxes  to  he  unfavorable  to  industrial 
growth. 

In  seeking  a comparison  of  the  state  and  local  taxes  imposed  upon  cor- 
porations operating  in  the  leading  commercial  and  industrial  states,  the  Tax 
Study  Committee  compared  the  taxes  of  two  groups  of  industrial  and  mer- 
cantile corporations  in  Pennsylvania  and  other  states.  The  studies  support 

* 

several  important  conclusions. 

1.  Present  corporate  taxes  in  Pennsylvania  at  the  state  level,  as 
compared  with  taxes  in  other  states,  do  not  contribute  toward  producing  a 
favorable  industrial  climate. 

2.  An  analysis  of  the  actual  taxes  paid  by  5^  corporations  sub- 
stantially engaged  in  interstate  commerce  shows  that  even  when  the  local 
taxes  paid  by  these  corporations  were  considered,  the  ratio  of  total  taxes 
to  net  Investment  in  Pennsylvania  in  1951  vas  higher  than  the  ratio  of  total 
taxes  to  net  investment  in  contiguous  states  and  was  surpassed  in  only  a few 
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of  the  other  importari-t  industrial  states  studied. 

3.  The  analysis  of  the  combined  state  and  local  tax  liabilities  of 
these  5^  corporations,  after  allowing  for  the  acceleration  of  corporate 
income  tax  payments  in  1953  only^  shows  that  the  ratio  of  total  state  and 
local  taxes  to  net  Investment  in  1953  is  higher  in  Pennsylvania  than  in  any 
other  important  industrial  state  studied,  except  possibly  in  Wisconsin. 

As  a result  of  the  acceleration  of  corporate  net  income  tax  pay- 
ments for  one  year,  1.  e.,  1953^  the  general  state  corporation  taxes  payable 
in  Pennsylvania  in  1953  higher  than  the  similar  taxes  in  any  other  state. 
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Chapter  VII 

THE  SPECIAL  BUSINESS  TAXES 
SUMMARY 

In  this  chapter  a number  of  special  business  taxes  imposed  by  the 
Gcmmonwealth  have  been  described » They  provide  minor  revenues  as  compared 
vfith  the  corporate  net  income  and  capital  stock  taxes  vriiich  they  supplonento 
Pennsylvania,  like  the  other  states,  has  not  developed  a unifom  system 
of  business  taxations  Instead,  a number  of  special  taxes  are  levied  which 
are  adapted  to  the  peculiar  problems  of  certain  industries » 

Utilities,  including  transportation  and  ccanmunication  ccmpanies  in 
general  and  electric  utilities,  are  subject  to  a basic  8 mill  tax  on  their 
gross  receipts  in  Pennsylvaniao  An  additional  onergency  6 mill  tax  has  been 
imposed  in  recent  years o The  tax  does  not  apply  to  pipelines  transporting 
natural  or  artificial  gas  nor  to  gas  utility  services  In  Pennsylvania 
utilities  pay  the  corporate  net  income  as  well  as  the  capital  stock  taxo 
The  estimated  yield  of  the  utility  gross  receipts  tax  in  the  budget 

I 

proposed  for  1953-1955  at  a rate  of  14  mills  is  $29o5  million* 

Additional  revenue  could  be  obtained  by  extending  the  gross  receipts  tax 
to  the  sale  from  a sale  of  gaso  A tax  at  a rate  of  14  mills  on  gross  receipts 
should  yield  approximately  $2*5  million  a year® 

Banks  in  Pennsylvania  are  required  to  pay  a 4 mill  tax  on  the  value  of 
their  shares*  They  do  not,  however,  pay  either  the  capital  stock  or  the 
corporate  net  income  tax*  The  state  taxation  of  banks  is  limited  by  federal 
legislation  concerning  the  taxation  of  national  banks,  vdiich  indirectly  affects 
the  possible  taxation  of  state  banks*  In  the  fiscal  year  1952  the  Commonwealth 
obtained  $4°!  million  from  the  bank  shares  tax* 

Insurance  companies  in  Pennsylvania,  as  in  other  states,  are  taxed  on  their 
gross  premiums*  The  Pennsylvania  tax  rate  is  2 per  cent,  a rate  vriiich  generally 
ccmpares  favorably  with  the  tax  rates  in  other  states,  vrtiich  are  sometimes  higher* 
The  yield  of  the  Pennsylvania  gross  premiimis  tax  in  the  fiscal  year  1952  was 
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$19o8  million,  of  which  $6ol  million  were  returned  to  local  governments o 

A peculiar  problon  in  insurance  taxation  is  the  practice  of  imposing 
retaliatory  taxes  on  companies  frcxii  states  vdiich  increase  their  taxes  and  apply 
the  higher  rates  to  foreign  companies.  If  Pennsylvania  increases  its  tax  rate, 
Pennsylvania  companies  doing  business  in  other  states  may  therefore  have  to  pay 
taxes  in  those  states  exceeding  those  imposed  upon  dcanestic  corporations  and 
even  some  foreign  corporations. 

The  appropriate  tax  treatment  of  cooperative  corporations  also  presents 
COTiplicated  problans.  The  purpose  of  taxation  should  be  that  of  raising  revenue 
in  an  equitable  manner.  The  problems  encountered  here  are  difficult.  If  the 
net  inccane  tax  is  not  a suitable  tax,  a tax  on  gross  incane  could  be  employedo  A 
gross  receipts  tax  at  a rate  of  1 per  cent  would  have  yielded  approximately 
$2.7  million  in  1952  from  the  associations  whose  gross  receipts  were  seperately 
reported  by  the  Department  of  Revenue.  Additional  revenue  would  have  been 
obtained  if  a similar  tax  had  been  imposed  on  the  gross  receipts  of  other 
cooperative  associations. 
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CHAPTER  VIII 


FEDERAL.  AID  A^'cD  STATE  PilVENUES 


SlRvIMARY 


Pennsylvania  and  other  states  obtain  substantial  and  increasing 
federal  aid  for  education,  highways,  public  assistance,  and  other 
functions o It  is  estimated  that  General  Fund  revenues  from  federal 
aid  will  amount  to  $112 o 7 million  in  the  present  biennium  and 
$113 o 8 million  in  19 53=19 55 o 

Using  Uo  So  Bureau  of  the  Census  data , the  Commonwealth  re- 
ceived $53o5  million  for  public  assistance,  health,  and  welfare 
and  $11 o 2 million  for  education  in  federal  aid  in  the  fiscal  year 
1951 o Highway  aid  was  $21 o 8 million  and  other  aid  $16o6  milliono 
Federal  grants  to  Pennsylvania  that  year  were  $12o78  per 
capita,  which  was  0o6  percent  of  the  per  capita  income o Federal 
aid  was  more  generous  to  Pennsylvania  on  a per  capita  and  income 
payments  basis  than  to  some  states,  but  less  generous  than  it  was 
to  other  states o 

The  Commonwealth  distributes  substantially  more  aid  to  its 
local  subdivisions  than  it  receives  from  the  federal  government. 

In  the  fiscal  year  1951  it  received,  according  to  the  U,  S,  Bureau 
of  the  Census,  $103 d million  in  federal  aid  and  gave  $156, 1 million 
in  state  aid,  largely  for  the  public  schools. 

The  more  aid  a state  gives  to  the  local  communities,  the  more 
the  state  taxes  must  be  increased  to  supply  that  aid. 

Neither  state  aid  nor  federal  aid  is  free  money.  Such  aid 
must  be  paid  out  of  higher  taxes  on  the  citizens.  More  central 
control  must  also  be  expected. 
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Chapter  IX 


9 

State  and  Local  Goyernmental  Responsibilities  and  layes 

SUMMARY 

State  tax  requirements  are  definitely  related  to  the  aid 
given  local  governments  as  veil  as  to  the  appropriate  direct  state 
share  of  the  cost  of  public  services  of  state -vide  concern. 

The  more  responsibilities  local  governments  can  assume^ 
the  lees  vill  be  the  need  to  Increase  state  taxes. 

The  appropriate  areas  of  state  and  local  government  service 
responsibilities  and  their  respective  sources  of  tax  revenue  should 
be  delineated  as  clearly  as  possible. 

Taxes  on  cigarettes alcoholic  beverage ^ retail  sales 
corporate  and  personal  income ^ transfers  of  property  by  gift  or 
bequest^  and  other  objects  related  to  economic  activity  over  a vide 
area  can  be  administered  most  effectively  and  complied  vlth  by  the 
taxpayers  vith  the  least  inconvenience  if  they  are  levied  at  the 
state  level. 

Real  estate  and  per  capita  taxes  are  especially  appropriate 
for  local  levy  and  administration. 

Local  real  estate  taxes  amounted  to  approximately  $395 
million  in  1951  • Local  income  taxes  vere  $55*5  million_,  of  which 
$43 . 0.  million  vere  collected  in  Philadelphia.  Per  capita  tax  revenues 
vere  approximately  $23.0  million^  mercantile  business  privilege  taxes 
$12,8  million^  and  amusement  taxes  $7.5  million.  Total  local  taxes 
vere  approximately  $5l4.0  million.  (Estimates  are  made  for  school 
district  property  and  per  capita  taxes.) 


State  aid  to  local  governments  amounted  to  $l36.0  million 
in  1952^  consisting  of  $l6l,l  million  in  grants  and  $24.9  million  in 


local  shares, of  state  taxes.  A great  part  of  the  grants^  $150.5 
mllllon_,  was  given  for  education. 

The  real  estate  tax  is^  and  will  apparently  long  remain^ 
the  mainstay  of  the  local  tax  system.  It  should  he  administered 
efficiently  and  fairly  and  should  he  based  upon  accurate  and  equitable 
assessments . 

The  taxing  of  machinery  as  "real  property"  by  local  govern- 
ments has  been  found  to  be  an  unsound  practice.  Valuation  problems 
are  too  difficult  to  be  overcome  satisfactorily  by  local  assessors 
and  local  industry  is  discouraged. 

Intangible  property^  or  stocks  ^ bonds mortgages^  etc._,  can 
be  taxed  more  effectively  and  equitably  by  the  state  than  by  local 
governments.  It  would  be  preferable  to  tax  intangibles  on  their 
income  rather  than  their  value.  If  a general  state  income  tax 
should  be  adopted^  it  should  be  extended  to  intangibles  and  the 
local  taxes  should  be  abandoned. 

Supplemental  local  revenues  may^  under  favorable  conditions^ 
be  obtained  from  such  nonproperty  sources  as  amusement^  license^  and  per 
capita  taxes. 

The  revenue  possibilities  of  local,  as  well  as  state,  taxes 
are  limited.  Local  expenditures  must  be  kept  under  rational  control 
if  local  taxes  and  demands  for  state  aid  are  not  to  become  excessive. 

Reforms  In  local  government  organization  are  desirable  as 
measures  promoting  more  efficient  and  economical  government.  An  ex- 
cessive number  of  local  taxing  jurisdictions,  and  particularly  school 
districts,  is  bound  to  result  in  excessive  local  taxes  and  also  invites 
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excessive  state  aid. 


The  over-all  expenditures;,  debt^  and  tax  problers  of 
Pennsylvania  local  government  is  tremendous.  A key  to  sound  local; 
as  veil  as  state;  financing  is  the  vise  control  of  spending  programs. 
The  tax  system  must  also  be  equitable  and  adequate  to  support  the 
responsibilities  of  local  governments  to  provide  essential  public 
services . 
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CHAPTER  X 


SOME  POSSIBLE  ST<TE  TAX  SClPTZc 
SUMMARY 

In  this  chapter  a number  of  possible  sources  of  additional  state 
revenue  have  been  mentioned,  along  with  certain  problems  they  present » 
This  is  not  intended  to  be  a complete  list  of  potential  new  revenue 
sources  but  a lisL  illustrative  of  the  problems  encountered  in  seeking 
substantial  nevi  revenues c The  Tax  Study  Committee  has  endeavored  to 
indicate  the  nature  of  the  revenue  source  without  proposing  chan  it 
should  or  shovsld  not  be  adoptedo 

■’.0  The  restoration  of  the  soft  drink  taxo  which  the  Commonwealth 
collected  for  the  four  years  ending  May  31,  1951,  at  rates  of 
1 cent  on  each  12  fluid  ounces  of  bottled  soft  drinks  and 
l/2  cent  on  each  fluid  ounce  of  syrup  for  soft  drinks  would 
provide  approximately  $14  million  a year  in  new  revenue o 
The  former  soft  drink  tax  was  objected  to  as  a discriminatory 
measureo 

2 0 A tax  on  cigars o chewing  and  smoking  tobacco,,  and  snuff  at 

rates  similar  to  the  federal  rates  would  raise  approximately 
$4  million  a yearo  The  federal  tax  on  cigars  is  graduated 
from  $2o50  per  thousand  for  cigars  retailing  at  not  over  2 l/2 
cents  up  to  $20  per  thousand  for  cigars  retailing  at  a price 
over  20  cents,  on  cigars  weighing  over  3 pounds  a thousando 
Lighter  cigars  are  taxed  at  a rate  of  $o75  a thousando  Other 
tobacco  is  taxed  at  a rate  of  10  cents  a pound o 

3o  A.  general  state  tax  on  amusements  at  rates  one°’half  the 
federal  would  raise  approximately  $10  million  a year , de- 
pending upon  the  extent  to  which  the  demand  for  amusements 
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was  affectedo  The  federal  admissions  tax  is  levied  at  a 
basic  rate  of  1 cent  on  each  5 cents  or  major  fraction 
thereof  paid  for  admissions „ Bowling  alleys j,  billiard 
tables  amusement  and  gambling  devices  j and  club  and  ini- 
tiation fees  are  also  taxed  by  the  federal  government „ 

Federal  collections  from  the  various  admissions  and 
amusement  taxes  in  Pennsylvania  were  $25,2  million  in  the 
fiscal  year  1951 o 

A state  amusement  tax  would  encounter  some  complications, 
however „ In  addition  to  the  rather  heavy  federal  tax,  there 
are  350  local  governments  taxing  admissions,  commonly  at  a 
rate  of  10  percento  About  75  percent  of  the  federal  tax  is 
collected  from  motion  picture  theaters,  which  are  now  ex- 
periencing considerable  competition  from  television o An 
added  state  tax  might,  therefore,  have  an  appreciable  effect 
upon  the  demand  for  certain  admissions « 

The  most  fertile  new  source  of  revenue  which  the  states  have 
recently  developed,  aside  from  general  income  and  sales  taxes, 
is  the  tax  on  pari-mutuel  betting  at  race  tracks o New  York 
obtained  $33 o 8 million  from  a pari-mutuel  tax  in  the  fiscal 
year  1952,  New  Jersey  $15 <>6  million^ 

It  would  require,  perhaps,  a year  or  more  for  race  tracks 
and  racing  schedules  to  be  placed  in  full  operation  in 
Pennsylvania,  if  they  were  legalizedo  A tax  on  pari-mutuel 
betting  could  raise  $20  to  $25  million  in  revenue  a year  after 
full  scale  operations  were  attained o All  the  states  surrounding 
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Pennsylvania  tax  pari-mutuel  betting  It  may  be  argued 
against  such  a tax,  however,  that  it  v/ould  encourage  betting 
by  those  who  for  moral  or  economic  reasons  should  refrain, 
that  betting  is  an  unproductive  activity  which  transfers  money 
from  the  pockets  of  one  person  to  another,  and  that  better  and 
more  substantial  sources  of  revenue  are  available  to  the  Common- 
wealth „ 

5 o A state  per  capita  tax  at  a rate  of  $5  on  all  persons  of  21  years 
of  age  and  older  would  yield  approximately  $25  million  a year  if 
it  were  effectively  enforced:  Other  states  have  tended  to  abandon 
poll  taxes  and  to  leave  them  to  local  governments  as  sources  of 
revenue  On  March  20,  1953^,  there  were  I429  local  governments 

imposing  per  capita  taxes  under  the  powers  granted  by  '*Act  48I'' 
Pittsburgh  also  collects  a per  capita  taXo  Many  of  the  taxes 
are  $5  a person,  some  are  lower,  and  some  are  $10 
A meals  tax  of  the  Massachusetts  variety c which  levies  a 5 percent 
sales  tax  on  meals  costing  $lo00  or  more,  would  yield  an  estimated 
m.  million  a year  in  Pennsylvania,,  Meals  are  usually  not  subject 
to  special  taxatiorio  They  are  commonly  taxed,  however,  by  those 
states  imposing  general  sales  taxes c 

7o  A tax  on  hotel  room  rentals  exceeding  $2oQ0,  imposed  at  a rate 

of  5 percent,  furnished  New  York  City  with  $4/7  million  in  revenue 
in  the  fiscal  year  1951:  A similar  tax  in  Pennsylvania,  applied 
to  room  rentals  paid  uo  hotels,  motels,  and  other  commercial 
rooming  places,  would  apparently  yield  considerably  less  revenue 
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8,  A tax  on  domestic  and  roTninerclal  users  of  electricity  and  gas. 


at  a rate  of  3.5  percent  vould  supply  an  estimated  $11»4  million 
a year„  At  the  present  time  a gross  receipts  tax  is  imposed 
upon  utilities o The  basic  rate  has  been  8 mills  and  an  emer- 
gency additional  rate  of  6 mills  has  also  been  imposed,  pro- 
viding a total  rate  of  14  mills  or  lo4  percent o The  utility 
gross  receipts  tax  had  a yield  of  $llo9  million  in  the  fiscal 
year  i952o  Gas  was  not  taxedo 

9 o A tax  on  Intrastate  telephone  and  telegraph  service  at  a rate 
of  5 percent  would  yield  an  annual  estimated  revenue  of  $8 
million  a yearo  Additional  revenue  could  be  obtained  from 
taxes  on  intrastate  transportation  of  persons  and  property^ 

Taxes  on  utility  services  would  raise  business  as  well  as 
consumer  costSo  Substantial  federal  taxes  are  already  being 
imposed  upon  telephone  and  telegraph  service  and  upon  trans- 
portationo  Additional  state  taxation  would  add  to  the  present 
heavy  burdens  on  the  users  of  these  services » 

^0 <*  -A-  tax  on  the  net  income  of  unincorporated  businesses  and  pro° 

? essions  at  a rate  of  1^0  percent  would  yield  an  estimated 
annual  revenue  of  approximately  $20 oO  million » Corporations 
are  subject  to  both  a net  income  and  a capital  stock  tax  which 
unincorporated  finas  escapeo 
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CHAPTER  XI 


SALES  TAX 
STJMMARY 

The  general  sales  taxes  imposed  by  33  states  in  1952  supplied  more 
revenue,  in  the  aggregate,  than  any  other  state  taXo  Collections  were 
|2o2  billion o 

Twenty-four  states  confine  their  general  sales  taxes  to  the  retail 
levelo  Two  states  impose  mercantile  taxes  on  retailers  and  wholesaler So 
One  state  taxes  manufacturers  as  well  as  retailers  and  wholesalers,,  Six 
states  tax  sales  in  general  at  various  levels  of  business  activity. 

The  retail  sales  taxes  are  the  big  revenue  producers.  California 
raised  $416  million  from  a retail  sales  tax  exempting  food  consumed  off 
the  premises  of  vendors  in  1952.  Ohio,  also  exempting  food  for  home  con- 
sumption, raised  $165  million.  Maryland  and  West  Virginia  obtained  sub- 
stantial revenues  from  their  general  sales  taxes,  as  did  many  other  states. 

As  a rule  the  states  require  vendors  to  pass  the  sales  taxes  along  to 
purchasers.  If  the  taxes  are  separately  passed  on  as  additions  to  prices, 
they  are  deductible  by  consumers  for  federal  income  taxation. 

Nine  states  exempt  sales  of  food  for  home  consumption  from  their  general 
sales  taxes.  Motor  vehicle  fuel  is  exempt  in  nearly  all  states,  alcoholic 
beverages  and  cigarettes  in  many,  because  these  commodities  are  taxed  with 
special  excises. 

Nearly  all  the  states  supplement  their  general  sales  taxes  with  ’’use 
taxes”  on  commodities  brought  in  from  other  states. 

The  revenues  from  general  sales  taxes  are  usually  paid  into  the  General 
Fund  but  several  states  earmark  all  or  a substantial  part  of  the  proceeds 
for  the  schools. 

If  food  is  exempt  from  a general  sales  tax,  the  burden  on  the  lower 
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incomes  is  greatly  relievedo  The  lower  the  family  income,  the  larger, 
ordinarily,  is  the  part  spent  for  foodo 

A study  of  family  budgets  in  Philadelphia  and  Pittsburgh  on  the 
basis  of  1950  expenditures,  indicates  that  among  those  families  the 
ratio  of  a retail  sales  tax,  to  family  incomes,  if  food  for  home  con- 
sumption were  exempt,  would  increase  as  incomes  increased  up  to  the 
$5,000  to  $5s>999  level o The  ratio  of  tax  to  income  would  be  higher, 
on  the  average,  for  families  in  the  group  with  incomes  above  $10,000 
than  those  with  incomes  below  $3,000o  The  basic  data  were  family 
expenditure  statistics  assembled  by  the  Uo  Sc  Bureau  of  Labor  Statistics o 

A study  of  retail  sales  tax  burdens  in  California  on  families  in 
1949  showed  that  the  exemption  of  food  for  home  consumption  had  the 
effect  of  increasing  the  ratio  of  tax  to  income  from  the  lower  to  the 
higher  incomes  in  the  group  studies „ 

Both  the  Pennsylvania  and  California  studies  dealt  only  with  the 
sales  tax  burden  directly  passed  on  to  consumers  by  retailers  and 
assumed  the  whole  tax  was  shiftedo  Indirect  tax  burdens  arising  through 
5-ncreased  business  costs  were  unknowno  On  the  other  hand,  the  assumption 
that  the  sales  taxes  were  completely  shifted  probably  exaggerated  the 
estimated  tax  burden  somewhat o 

A universal  sales  tax,  on  all  sales  from  producers  to  consumers, 
would  raise  the  most  revenue  at  a particular  rate  but  it  would  require 
different  tax  rates  for  different  industries  because  of  the  variable 
ratios  of  profits  to  earnings  and  other  factors » Rate  differentials 
open  the  doors  to  disputes  and  discriminations,  as  the  experience  of  a 
number  of  states  demonstrates o A universal  sales  tax  would  also  cumulate, 
or  pyramid,  from  vendor  to  vendor  as  taxes  were  added  to  costs  including 
sales  taxes o Such  a tax  would  involve  the  maximum  number  of  taxpayers 
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and  the  greatest  administrative  and  compliance  problems  and  costs » It 
would  be  very  difficult  to  exempt  food  sales  from  this  taxo  Even  though 
it  was  shifted  to  them, a universal  sales  tax  could  not  be  deducted  by 
consumers  for  federal  income  tax  purposes  unless  it  was  billed  separately 
to  them  as  a specific  chargeo 

A tax  limited  to  manufacturing,  wholesaling,  and  retailing  would 
have  somewhat  similar  advantages  and  disadvantageso  Different  tax  rates 
would  be  required  on  each  industry,  tax  pyramiding  would  be  extensive, 
and  the  exemption  of  food  sales  would  be  cumbersome o 

A mercantile  tax  on  wholesaling  and  retailing  is  used  in  Virginia <> 

The  tax  rates  are  low  and  little  revenue  results o North  Carolina  taxes 
both  wholesalers  and  retailers  but  raises  relatively  little  revenue  from 
the  low  rate  tax  on  wholesalingo  Pennsylvania  had  a mercantile  tax  for 
many  years o The  tax  was  poorly  administered  and  provided  small  revenue „ 

A number  of  local  jurisdictions  in  Pennsylvania  currently  impose  such  a 
taXo 

A mercantile  tax  on  wholesaling  and  retailing  involves  the  problem 
of  defining  each  industry  and  deciding  upon  the  appropriate  tax  rate  for 
eacho  Unless  the  tax  is  passed  on  specifically  to  purchasers,  it  is  not 
deductible  by  consumers  for  federal  income  taxationo  It  was  the  nature 
of  the  Pennsylvania  tax,  however,  that  it  was  legally  a tax  on  the  vendoro 
It  was  a deductible  expense  for  him,  even  though  he  ordinarily  shifted  it 
to  consumers o 

If  the  mercantile  tax  is  not  shifted,  it  disregards  the  profit  or 
loss  condition  of  vendors  and  penalizes  those  with  losses  and  low  ratios 
of  profits  to  sales o The  exemption  of  food  from  such  a tax  would  also  be 
rather  difficult  because  it  would  have  to  apply  at  the  wholesale  as  well  as 
the  retail  levels 
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The  tax  confined  to  retailing  is  employed  by  24  states,  apparently 
because  it  is  thought  to  be  the  superior  type  of  general  sales  taxation„ 

Large  revenues  may  be  raised  at  a rate  of  2 or  3 percent „ Only  one  type 
of  sale,  the  retail,  need  be  definedo  There  is  also  less  tax  pyramiding 
and  there  are  fewer  vendors  from  whom  to  collect  a tax  than  with  a more 
general  sales  taXo  The  experience  of  several  states  shows  that  food 
purchased  for  home  consumption  can  be  exempted  without  too  great  difficultyo 
The  retail  tax  can  be  billed  separately  to  consumers  and  be  included 

in  their  income  tax  deductions <>  It  is  an  open  tax  and  known  to  the  citizens „ 
It  therefore  invites  interest  in  government  while  providing  financial  support 
for  essential  governmental  services o 

Retailers  are  customarily  allowed  some  compensation  to  cover  the  expense 
of  collecting  the  tax^  Their  shifting  of  the  tax  to  purchasers  may  also  be 
eased  by  statutory  requirements  for  shiftingo 

The  question  of  a general  sales  tax  in  Pennsylvania  would  involve  the 
issue  of  state  and  local  tax  relationso  There  were  61  local  governments  on 
September  1,  1952  collecting  business  privilege  and  mercantile  taxes,, 

From  the  administrative  standpoint,  the  superiority  of  state  over  local 
tax  enforcement  is  readily  apparent o 

The  multiplication  of  local  mercantile,  gross  receipts,  and  retail  sales 
taxes  is  bound  to  create  discouragements  to  local  trade  while  creating  in=> 
equalities  and  additional  administrative  and  compliance  complications  and 
expenseso 

If  the  Commonwealth  should  adopt  some  type  of  general  sales  tax,  it 
would  probably  be  necessary  to  require  the  local  governments  to  relinquish 


this  revenue  source o 
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It  is  estimated  that  a 2 percent  tax  on  sales  of  tangible 
personal  property,  exempting  food  for  home  consumption  and  also  ex- 
empting the  specially  taxed  commodities, alcoholic  beverages,  cigarettes, 
and  gasoline,  would  provide  approximately  $70  million  a year  in  revenue 
in  Pennsylvania o 
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CHAPTER  XII 


THE  PERSONAL  INCOME  TAX 
SUMMARY 

The  personal  net  income  tax  is  a direct  tax  on  the  individual o 
More  than  any  other  tax,  perhaps,  the  graduated  net  income  tax  has 
been  regarded  as  a tax  based  upon  personal  ability  to  payo 

Tventy=nine  states  now  impose  general  personal  net  income  taxes 
which  raised  approximately  $900  million  in  1952o  In  addition,  Indiana 
levies  a general  gross  income  tax  on  individuals  as  a supplement  to 
the  gross  income  tax  on  business o 

Several  states  earmark  part  of  'the  income  tax  revenue  to  the  support 
of  the  public  schools o 

The  general  personal  net  income  taxes  of  the  states  are  commonly 
graduated  in  rate  according  to  the  amount  of  taxable  net  income o Massa- 
chusetts and  Maryland,  however,  tax  investment  income  at  a higher  rate 
than  income  from  personal  services o 

No  new  state  general  personal  income  taxes  have  been  adopted  since 
1937o  The  high  federal  income  tax  rates  apparently  have  discouraged  the 
enactment  of  new  state  taxes o Meanwhile,  several  states  have  adopted 
general  sales  taxes » 

In  Pennsylvania,  the  constitution  requires  uniform  taxation„  This 
apparently  precludes  the  adoption  of  a graduated  net  income  tax  and 
may  also  forbid  the  enactment  of  a flat  rate  net  income  tax,  with  or 
without  exemptions,  until  the  constitution  is  amended o At  this  time 
only  a flat  rate  gross  income  tax  on  individuals,  without  exemptions, 
is  unquestionably  constitutionals 

If  the  Commonwealth  should  adopt  an  income  tax,  the  problem  of 
coordinating  the  state  and  local  income  taxes  would  arises  Considering 
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the  administrative  and  compliance  problems,  revenue  possibilities,  and 
the  equity  of  taxation,  there  is  much  to  be  said  for  a uniform  state- 
wide income  tax  in  preference  to  hundreds  or  thousands  of  local  taxes 
on  income o 

Unless  the  Commonwealth  would  be  prepared  to  restore  to  Phila- 
delphia the  revenue  which  it  would  lose  from  abandoning  this  source, 
however,  it  may  be  necessary  for  the  Commonwealth  to  permit  Philadelphia 
to  continue  to  collect  its  income  tax  as  an  additional  revenue o 

The  earmarking  of  part  or  all  of  a general  tax  on  personal  income 
or  sales  for  education,  would  identify  a new  tax  with  the  revenue  needs 
of  the  public  schools  and  might  be  received  more  favorably  by  the 
citizens o On  the  other  hand,  the  function  to  be  aided  as  well  as  other 
functions  might  suffer  from  a dearth  or  an  overabundance  of  revenue, 
depending  upon  the  results  of  the  mechanical  distribution  of  funds  on 
the  basis  of  the  earmarking  formulae  Financing  education  and  other 
general  functions  through  the  General  Fund  lends  itself  to  a more  flexi- 
ble apportionment  of  funds  according  to  changing  needs  and  costs  and 
facilitates  the  over=all  control  of  state  expenditures o 

The  annual  revenue  which  an  income  tax  would  yield,  assuming  1952 
levels  of  activity,  would  vary  with  the  type  of  tax  imposed  and  the 
effectiveness  of  enforcemento  These  estimates  of  approximate  revenues 
are  cited s 

lo  A gross  income  tax  at  a rate  of  1 percent  on  the  incomes 
of  individuals  and  the  net  income  of  unincorporated 
businesses  and  professions  similar  to  those  proposed  in 
Pennsylvania  in  1951,  $135  million  a yearo 
2o  A flat  rate  net  income  tax  at  a rate  of  1 percent  on 
the  net  incomes  of  individuals,  without  any  exemptions, 

$120  million  a yearo 
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3.  A tax  at  a rate  of  7 percent,  computed  on  the  basis 
of  the  graduated  federal  net  income  tax,  and  thus 
graduated,  in  effect,  $L4.0  million  a year„ 

4.  A graduated  net  income  tax  similar  to  that  of  the  State 
of  New  York  and  at  similar  rates,  that  is,  graduated  from 
1,8  to  6,3  percent,  with  exemptions  of  $1,000  for  single 
persons  and  $2,500  for  married  couples  and  $400  for  de- 
pendents, $135  million  a year. 
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CHAPTER  XIII 


THE  NEED  FOR  A BUREAU  OF  TAX  RESEARCH  AND  STATISTICS 

SUMMARY 


This  chapter  has  emphasized  the  need  for  a Bureau  of  Tax  Research 
and  Statistics  in  the  Department  of  Revenue,  adequately  staffed  with 
trained  and  competent  economists,  statisticians,  and  assistants o Ade- 
quate library  and  research  facilities  should  be  available  for  the  Bureau » 
Such  a Bureau  would  assemble  and  analyze  essential  tax  data  and 
interpret  it  for  the  benefit  of  the  Department  of  Revenue,  the  Governor, 
the  General  Assembly,  and  the  publiCo 

It  would  be  invaluable  in  the  preparation  of  an  annual  report  by 
the  Department  of  Revenue,  and  in  the  preparation  of  such  other  tax 
reports  as  might  be  issuedo 
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CHAPTER  I 


THE  GENERAL  FUND  REQUIREMENTS 


Since  taxes  are  the  cost  of  government,  it  vd.ll  be  necessary  to 
appraise  the  eaqpenditure  outlook  of  the  Conmonwealth  in  order  to  determine 
the  basic  requirements  of  a tax  system  vdiich  vd.ll  be  adequate  to  support 
the  spending  program  in  the  manner  most  conducive  to  a healthy,  grovd.ng 
state  econany,  most  equitable  to  the  taxpayers,  and  most  convenient  for 
tax  administration  and  tax  complianceo  An  appraisal  of  the  trends  in  state 
e3q)enditures  may  appropriately  begin  vd.th  the  budget  for  the  1953-1955 
biennium  vdiich  Governor  Fine  has  proposed  to  the  General  Assemblyo 

0\ir  attention  vd.ll  be  centered  on  the  General  Fund,  vdiich  is 
anployed  to  finance  public  instruction,  public  assistance,  vrelfare,  health, 
aid  to  agriculture,  labor,  and  industry,  and  certain  other  functions,  such 
as  the  vrork  of  the  General  Assembly  and  the  courts*,  Into  the  General  Fund 
the  taxes  of  the  Canmonvrealth  generally  flovr.,  The  most  important  exceptions 
are  the  motor  vehicle  and  motor  vehicle  fuel  taxes,  v/hich  are  paid  into  the 
Motor  License  Fund  to  finance  highvray  service,  and  the  unemployment  taxes 
on  the  payrolls  of  employers,  vdiich  are  used  to  finance  unonployment  in- 
surance# In  addition,  there  are  certain  other  special  funds  vdiich  are 
maintained  vdLth  earmarked  revenues#  As  a means  of  obtaining  an  overall 
understanding  of  state  expenditures,  after  noting  the  trends  in  General 
Fund  expenditures,  the  trends  in  expenditures  for  other  services  and  in 
the  total  state  expenditures  vfill  be  observedo 
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The  biennial  tax  predicaments  of  the  Commonwealth  may  be  attri- 
buted to  two  factors*  First,  there  has  been  the  tendency  to  look  upon 
the  upswing  in  expenditures  as  a temporary  phenomenon  which  may  soon  abate* 
Secondly,  with  this  unwillingness  to  accept  the  long-run  increase  in  ex- 
penditures as  an  established  tendency,  a patchwork  of  emergency  taxes  has 
been  devised  to  meet  vrtiat  has  been  regarded  as  a tonporary  revenue  need* 

The  result  is  that  the  Commonwealth  has  failed  to  formulate  a system  of 
taxes  capable  of  providing  the  expanding  revenues  required  to  support  an 
expanding  program  of  public  expenditures*  Now,  another  biennial  tax  problem 
is  developing* 

The  budget  submitted  by  Governor  Fine  to  the  General  Assembly  for 
1953-1955  calls  for  General  Fund  appropriations  of  approximately  $1,003.9 
million.  If  existing  revenue  sources  and  present  tax  rates  are  continued, 
it  is  estimated  that  they  will  yield  $836*9  million.  This  includes  the 
revenue  frcmi  a number  of  "tanporary"  taxes.  Additional  revenues  of  $157® 2 
million  are  requested  by  the  Governor  to  balance  the  budget*  The  contem- 
plated appropriations  and  revenues  in  the  coming  biennium  are  summarized 
in  the  attached  tables,  along  with  appropriations  and  revenues  in  the  pre- 
ceding bienniums* 

Over  half  of  the  General  Fund  appropriations  requested  by  the  Gov- 
ernor for  1953-1955,  or  $506*5  million,  is  to  be  expended  for  public  in- 
struction* This  is  an  increase  of  $90*0  million  over  the  appropriations 
enacted  for  1951-1953®  The  other  large  increases  include  $13 o8  million 
for  welfare  and  $15  million  for  cost  of  living  salary  increases* 

Decreases  in  appropriations  are  proposed  for  several  of  the  Depart- 
ments* The  largest  of  these  is  the  cut  of  $22*1  million  in  the  appropriation 
for  public  assistance*  It  assumes  that  favorable  economic  conditions  and 
consumer  prices  will  prevail  during  the  caning  biennium* 
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TABLE  1 


THE  ffiOPOSED  1953-1955  GEMEAL  ELJND  601X31  Al® 
ACTUAIi  AfTROHUATICNS  FCR  H3CED1NG  BlENNlUvB* 
(in  Thousands) 


Executive  Departments 
Total  (2) 

Public  Instructicn 
Public  Assistance 
Vfelfare 

State  Institutions 
Other 
Health 

labor  and  Industry 
Agricxilture 
Military  Affairs  (2) 
Forest  and  Vfeters  (2) 
Property  and 
Supplies  (2) 

Revenue  Departmoit 
Puncticns  Independoit 
of  the  Governor  (3) 
Other  Deparlments, 
Ccmmiss ions ^ etCo 

Legislative  (4) 

Judicial  (4) 

Construction  and  land 
Purchase 

Retirement  of  State 
linployes 

Interest  and  Sinking 
Fund 

Total  Appropriations 


Actual  Ffoposed 

\(^l94V  19^7-1949  1949-1951  1951-1953(1]  1953-1955 


$409,830 

172,^ 

111.620 

67,922 

3>47 

3,172 

4,495 

15,921 

2,524 

5,^3 


$555,139 

24o, 


146. 

^'856 

15,7^ 

20,249 

5,629 

3,6^ 

,412 

,517 
5,318 
18,451 

3,494 

6,325 


$712,403  $792,327 


2^,726 

196.100 

III..095 

91,870 

19,^5 

1’^ 

4.050 

7,862 

5.050 

6,141 

39,438(6) 

4,0^ 

6,617 


54,835  17,9^  17,702 


416,534 

133.^5 

132,656 

109,993 
22, 


3,091 


3,911  4,643 


30,  .. 

8,541 

61388 

6,017 

28,322 

4,562 

7,292 

9,348 

6,916 


$888,395 

9d6  535 
111,415 

146,475 

122,250 

8186 

7,172 

5,728 

7,299 

8,835 

5,999 

6,014 

41,073(8) 

4,232 

7,692 

6,100 

9,477 


55,614(5)  U,99l  20,506(7)  82,834(7)  88,003(7) 

^,3?7  ^,808  765,935  903,279  1,003,899 


Soiree:  State  Budget  Bureau 

^Excludes  Federal  Aid  and  "Specific  Receipts  Appropriated  for  Special  Purposes o" 

Addition  and  deficiency  appropriaticxis  are  included  in  the  bioinium  to  which  they  apply# 

(1)  Includes  reccaonaaded  deficioicy  appropriations  of  $12,5l7,593«f79=' 

(2)  Excludes  appropriations  for  construction  and  land  purchase#  \i}  Lieutenant- 
Governor,  Auditor  Geieral,  Treasury,  Department  of  Internal  Affairs# 

i4)  Includes  allocation  from  appropriation  to  Property  and  Supplies# 

5)  Includes  State  Authority  bond  reden^itions  of  $48,870,240# 

6)  Includes  $15,000,000  for  housing  program# 

7)  Incliades  appropriation  for  Goaeral  State  Authority  reitals# 

8)  Includes  cost  of  living  salary  increase# 
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THE  GENERAL  FUND  APPROPRIATION  DOLLAR 
1953-1955  BIENNIUM 


TABIE  2 / V 

STATE  GEIQEAL  RIND  REVM3I5'  ^ 
Biennial  Periods  19^1^ 
(in  Thousands) 


Total  Taxes 

Cigarettes 
Malt  Beverages 
Liquor 
Soft  Drinks 
liquid  Fuels 
Corporate  Net  Income 
Capital  Stock  - 
Franchise 
Public  Utility  « 

Gross  Receipts 
Insurance  Conran  ies  - 
Gross  Preffli\xiB 
Corporate  Boius  and 
Bank  Shares 
Corporate  Loans 
Inh^itance 
ReElty  Transfer  Thx 
Miscellaneous 

liquor  Store  Profits 

Other  Revalues  - Total 

Licaises  Fines,  EtCo 
Institutional  Receipts 
Miscellaneous 

Total  Revalues 


$340,110 


37 
23 
30 

1,208 

93,600 

62,920 

14,337 


18,745 

3,261 


$ ^,000 

$33,4+7 

10,885 

15.802 


1947.1949 


$535,237 


152,994 

97,381 

18,459 

20,196 


2,489 


$ 77,000 

$ 35,230 


n,996 

18,133 

5.101 


$g^7.467 


1949-1951 

19^-193(l>) 

1953-19S(‘ 

$965,428 

$726,342 

$706,572 

86,139  88,500  88,500 
46,2^  46!ooo  46!ooo 
36,734  40,678  41,200 

27,393 


1^,^ 

287,500 

250,500^ 

104,100 

113,750 

115,750 

20,829 

28,800 

29,500 

21,449 

26,965 

27,6+5 

14,!|S 

4i'998 

3,318 

13,899 

S,578 

20,000 

3,372 

13,899 

3,300 

29,000 

2,683 

$ 80,000 

$87,600 

$ 82,000 

$41,782 

$ 47,491 

$ 48,298 

13,196 

20,311 

8:^ 

12,828 

22,335 

I'M 

^687.2lo 

mA33 

$836,870 

Source:  State  Budget  Bureau 
’a)  Federal  aid  is  excluded* 

b)  Actual  for  I95I  - I952,  estinated  for  I952  - 1953 
,c)  Estinated 

d)  Includes  $500,000  of  corporate  income  tax  under  Act  470  of  I95I  (Loophole  Act) 
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Of  the  $1,003 o9  million  in  revenue  vriiich  the  proposed  General  Fund 


budget  for  1953-1955  will  require,  it  is  estimated  that  360 5 percent  will 
be  derived  from  the  corporate  net  income  and  capital  stock  and  franchise 
taxes o The  estimated  $36603  million  from  these  taxes  assumes  that  the  accel- 
erated payment  of  the  corporate  net  income  tax,  vdiich  is  to  start  in  1953, 
will  be  continued o The  corporate  bonus  tax  is  to  yield  $4o4  million  and 
the  corporate  loans  tax  $3o3  milliono  Including  the  $9o5  million  fran  taxes 
on  banks  and  trust  companies,  total  taxes  on  corporations  will  amount  to 
$383 o 5 million,  or  38 o 2 percent  of  total  General  Fund  revenues o Special 
business  taxes  on  insurance  companies  and  utilities  will  yield  $57«1  mil- 
lion, or  5®7  percent  of  the  General  Fund  revenues*  Altogether  the  general 
and  special  business  taxes  will  provide  $440o6  million,  or  43 o9  percent  of 
the  total  revenues* 

Alcoholic  beverages  are  to  furnish  the  large  sxjm  of  $169*2  million, 
or  16*9  percent  of  the  General  Fund  revenues,  and  cigarette  taxes  $88*5  mil- 
lion, or  8*8  percent*  These  two  sources  of  consumer  revenue  are  to  amount 
to  $257 o7  million,  or  25*7  percent* 

Even  if  existing  revenue  sources  and  present  tax  rates  are  main- 
tained through  1953-1955,  the  Governor  estimates  that  $157*2  million  in 
new  taxes  will  be  needed  to  balance  the  budget® 

THE  (510WTH  IN  STATE  APPROPRIATIONS 


The  budget  proposed  for  1953-1955  is  considerably  larger  than  the 
budget  for  1951-1953,  exceeding  that  budget  by  $100e6  million*  Each  suc- 
cessive biennial  budget  has  substantially  surpassed  the  preceding  one  in 
recent  years*  As  in  previous  budgets,  the  Governor  has  screened  the  requests 
of  the  Departments  and  has  proposed  total  appropriations  considerably  smaller 
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in  amount  than  those  requested  by  the  DepartmentSo  If  the  General  Assembly 
follows  the  usual  pattern,  it  will  approve  of  a total  of  appropriations 
larger  than  the  sum  asked  by  the  Governor,  and  he,  if  the  past  procedure 
is  followed,  will  veto  sane  of  the  itans  voted  by  the  General  Assemblyo 
But  unless  past  procedure  is  reversed,  the  appropriations  finally  approved 
by  the  Governor  will  exceed  the  total  he  has  proposed o The  outcome  of  the 
appropriation  process  in  several  bienniums  is  shown  in  Table  3o 

The  State  Government  Survey  Conmittee  has  proposed  various  re- 
ductions in  State  expenses  through  the  achievanent  of  greater  adminis- 
trative efficiencyo  Sane  of  the  economies  suggested  can  apparently  be 
realized  only  over  a period  of  years o Because  of  the  continued  growth  in 
the  state  budget  and  the  increased  pressure  on  the  taxpayers  for  addi- 
tional revenues,  it  is  hoped  that  all  nonessential  expenditures  will  be 
avoidedo  Through  greater  efficiency,  material  economies  can  no  doubt  be 
attained  and  those  dollars  which  are  taken  from  the  taxpayers  can  be  uti- 
lized to  the  better  advantage  of  the  communityo 

The  continuing  upward  climb  of  state  expenditures  can  be  halted, 
however,  only  if  the  citizens  are  willing  to  forego  sane  of  the  public 
services  they  now  demand  or  to  have  the  financing  of  those  services  trans- 
ferred to  the  federal  or  the  local  governments o All  levels  of  government 
have  been  experiencing  increasing  demands  for  costly  services o The  rapidly 
increasing  number  of  children  entering  the  public  schools  is  presenting 
increased  demands  for  public  health  and  other  services o While  more  serv- 
ices are  being  asked  of  governments,  the  costs  of  those  services  are  being 
affected  by  the  rising  levels  of  prices  in  the  period  of  postwar  infla- 
tion* Incomes  have  also  been  rising,  and  the  population  has  generally  been 
able  to  pay  the  higher  taxes  occasioned  by  more  expensive  government * 
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The  war  brought  in  its  wake  not  only  an  upward  surge  in  population, 
higher  prices,  and  higher  inccanes,  it  also  brought  veterans^  bonus  dis- 
tributions in  Pennsylvania  and  seme  of  the  other  states,  shifts  in  popu- 
lation and  industry  frem  one  area  to  another,  and  a renewal  of  public 
construction  of  highways,  buildings,  and  other  projectso  In  this  service- 
seeking age,  the  costs  of  public  as  well  as  private  services  and  goods  have 
necessarily  risen.  Tax  increases  have  been  inescapable  in  the  financing  of 
the  beneficial  services  required  by  the  citizenry. 

These  observations  concerning  the  upward  trend  of  state,  local, 
and  federal  government  expenditures  have  been  presented  here  in  order  to 
provide  perspective  in  appraising  the  Pennsylvania  tax  situation  and  not 
as  an  attack  upon  or  a defense  of  any  particular  expenditure.  ^ The  plain 
fact  is  that  the  costs  of  government  are  rising  and  taxes  must  also  rise 
until  the  upward  trend  in  expenditures  levels  off. 

An  examination  of  the  data  in  Table  4 will  reveal  that  the  higher 
cost  of  state  government  is  not  peculiar  to  Pennsylvania.  While  total 
state  expenditures  in  the  United  States,  excluding  money  furnished  by 
federal  aid,  increased  179oO  per  cent  in  the  period  1940-1951,  total  state 
expenditures  in  Pennsylvania,  including  all  operating  funds,  but  excluding 
veterans*  bonus  payments,  rose  94° 4 per  cent.  The  veterans*  bonus  payments 
sent  Pennsylvania  state  expenditures  up  to  $781  million  in  1950  and  $850 
million  in  1951,  as  shown  on  Table  5o 

Pennsylvania  revenues  lagged  behind  total  expenditures  after 
1948.  The  excess  of  expenditures  over  revenues  amounted  to  $97  million  in 
1950  and  $53  million  in  1951,  according  to  the  U.  S.  Bureau  of  Census  data 
shown  on  Table  4o  These  figures  exclude  bonus  payments.  The  excess  of 
expenditures  over  revenues  was  due  mostly  to  expenditures  of  recently- 
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formed  State  authorities  and  to  expenditures  of  prior  construction  appropria- 
tions., The  debt  of  the  Commonwealth,  including  the  full  faith  and  credit  debt 
and  the  other  debt,  was  rapidly  rising  and  establishing  claims  against  future 
taxes  o 


Total  state  expenditures  in  Pennsylvania,  including  the  veterans^ 
bonus,  increased  l63o2  per  cent  from  1940  to  1951,  or  at  a faster  rate  than 
wholesale  and  consumer  prices,  as  shown  in  Table  5o  General  Fund  expendi- 
tures, which  do  not  include  the  bonus  distribution,  rose  57 o8  per  cent,  or 
less  than  wholesale  and  consumer  prices o 

In  per  capita  terms,  total  expenditures,  including  the  veterans^ 
bonus,  increased  fron  $3o25  per  capita  in  1940  to  $8o05  in  1951,  an  increase 
of  147o7  per  cento  The  increase  exceeded  that  of  both  wholesale  and  con- 
sumer prices o General  Fund  expenditures,  on  a per  capita  basis,  rose  48 o 4 
per  cent,  or  at  a slower  rate  than  vAiolesale  and  consumer  prices  as  re- 
vealed in  Table  6o 

EXPENDITURES  IN  PENNSYLVANIA  AND  OTHER  COMPARABLE  STATES 

In  order  to  obtain  a better  understanding  of  the  cost  of  state 
government  in  Pennsylvania  and  cur  tax  problem,  it  will  be  helpful  to 
ccaipare  the  expenditures  and  revenues  of  Pennsylvania  with  those  of  other 
leading  states  with  scanewhat  similar  financial  and  economic  problems o An 
analysis  has  therefore  been  made  of  the  finances  of  15  generally  comparable 
states,  including  Pennsylvania,  to  which  references  will  be  made  at  various 
points  in  this  studyo  One  interesting  comparison  is  that  noting  the  increase 
in  the  total  expenditures  in  these  states,  excluding  veterans » bonus  pay- 
ments, over  the  period  1940-1951,  as  summarized  in  Table  7o 
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TABLE  6 

Per  Capita  Pennsylvania  State  Expenditures 
Fiscal  Years  1940-1951 
(including  Veterans^  Bonus  Payments) 


Expenditures  Per  Capita 

Populat 

ion 

Change 

General 

Change 

Size  in 

Change 

Year 

Total 

over  1940 

Ftind 

over  1940 

Thousands 

over  1940 

1940 

l3o25 

$2.46 

9,937 

1941 

2.56 

-21.2^ 

1.87 

-24.0^ 

9,894-- 

-.4 

1942 

3.07 

-5.5 

2.01 

-18.3 

9,729-- 

-2.1 

1943 

2.61 

-19.7 

1.87 

-24.0 

9,403-”- 

-5.4 

1944 

2.49 

-23.4 

lo95 

-20.7 

9,225--- 

-7.2 

1945 

2.67 

-17 « 8 

2.06 

-16.3 

9,048^ 

-8.1 

1946 

2.62 

-19.4 

2.48 

.8 

9,771 

-1.7 

1947 

3.45 

6.2 

2.48 

.8 

10,114 

1.8 

1948 

4.13 

27ol 

2.88 

17.1 

10,217 

2.8 

1949 

4.92 

.51.4 

3.29 

33.7 

10,410 

4.8 

1950 

8.01 

146.5 

3.81 

54.9 

10,498 

5.6 

1951 

8.05 

147o7 

3.65 

48.4 

10,559 

6.3 

Sources:  See  Table  5» 

^Downward  trend  in  population  from  1940  through  1945  due  to  movement 
of  military  personnel.  U.  S.  Bureau  of  Census  estimates  include 
military  personnel  located  within  the  United  States,  but  exclude 
those  overseas. 

Note;  "Change  over  1940"  indicates  Percent  Increase  or  Decrease  (-) 
over  1940. 
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TABLE  7 

TCTAi  STATE  EXEEMDITURES,  FISCAL  mBS  I940  and  I95I 
(Excluding  Veterans’  Bcjnus  Pfetyments) 


State 

California 

Coanecticut 

Illinois 

Indiana 

Jfkryland 

Ikssachusetts 

kichi^ 

New  Jersey 
New  York 
North  Carolina 
Ohio 

PENNSYLVANIA 
Virginia 
West  Virginia 
Wisconsin 


California 

Connecticut 

Illinois 

Indiana 

Maryland 

Massachusetts 

Michi^ 

New  Jersey 
New  York 
North  Carolina 
Ohio 

PENNSYLVANIA 
Virginia 
West  Virginia 
Wisconsin 


1940 

$288,791 
55,165 
195,130 
^,733 

164 


213, 

60,615 

47,740 

93,914 


1951 

$1,002,703 

142,5^ 

461® 
224,289 
i88;548 


511 
i5o'12o 
I,oo2,4o4 

w 

195^^ 

132,6^ 

239,057 


Increase  1951  over  1940 
Amomt  cent 


94 

222 

178 

155 


PER  CAPITA  STATE  EXPENDITURES,  FISCAL  YEARS  I94O  and  I95I 


$4lo8l 

32o28 

24o7l 

26o76 

24o4f 

26017 

3lo28 

25o^ 

32o« 

21o§ 

30o^ 

32o63 

l8o26 

23,80 

35o07 


680 


117 

216 

l| 

lo4 

292 


82 

216 

96 


Source:  U,  S,  Bureau  of  the  Caisus,  "CcB^jendiun  of  State  Government  Finances,  I95I”  and  "Financial 
Statistics  of  the  States,  1940o'’  Coisus  data  has  been  reclassified  somewhato 


1-13 


ir 


' i -Y;  -^'r>  :\  .'.  -h  ■ 


i.'Vr 


>U, '>■'.;  Ji. 
'.3.V* 


f w.  5 


Ck 


Y'- 


XP 


'■ 


■'‘■pi 


-.V<« 


' ' ■ .,. 

iv?'>-  ■a^vKj'g' 

. "'T' 

Yp  AhiisoltXjil 
''  ■'\iuiY.r!x^SlfXI^^. 
isioalw^. 


•'•‘••^••5'/>  \ "v 


J/^liWarv 


■ ■ 

'■yY-’Y  . 


' JteiT  W»iJ' ' ^ 
milo-uO  .'ii"w>H|j''j''l7! 

' ■'  ■ ■ o.£i»: 

v8iia4s'jXV  ^aei.'tP,, 


■:.'  .v> 


% •’ 


C:3vB' 


. •■  (y 

■ 


, te5i':j}’'r!(®£(«O&',0|L 
■;:'.  rJoaiMtM 
. iX..--'-  : ' ‘^tixtXYM 

■ JhoY 

mUcrinO^  df  '©iS;  'i' ' :' ’’  ^ 
oiilO  ‘’'S^ 

' 4m^ayaBg«j?\|' 


JagW  is 


.-V.1^»?'-" 


;:'''ij  •;..-?Kp,'..’>»  ^t,',t.r3/«e>o  edj-  zopj-rnyM  «0 . 

- '■■  i^;.i:u,r,iK;  0il+  "lo  sutiS'aii'atS. " 


dMm 


• . • ' ' ••'*  •■  V!,  > 

-p  .>Y  Y::yM 


: v‘,;»tcS;a 

•-rVi,;r  -.'I  ' w [■•■'rrt'iC^'iv:'* 


■ ■ Y:rY  ^ 

i: 


■■■  "'i: 

: YhiM’'  i^yYyM^^Ym-P  Y f 


■A  'W 


....  i '-;,,.!  ■'  ‘ A"'  • i'.  .'i- *■  i . •- 

■ V.';,  .A 

;.  inl.VfW' . :,  .ij;!;!*;. 


'Cl 


■100 


PER  CAPITA  STATE  EXPENDITURES  , FISCAL  YEARS  1940  & 1951 
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A comparison  may  also  be  made  of  the  expenditures  in  Pennsyl- 
vania and  the  other  leading  states  in  the  fiscal  year  1951,  as  summarized 
in  Table  8 and  Table  9»  In  that  year  Pennsylvania,  which  ranked  third 
among  the  states  in  population  and  total  income  payments,  also  ranked 
third  in  total  state  government  expenditures,  whether  the  veterans’ 
bonus  payments  are  included  or  excluded  in  the  expenditures  of  the 
various  states.  On  a per  capita  basis,  Pennsylvania  ranked  fourth  when 
the  veterans’  bonus  payments  are  included  and  tenth  when  they  are  ex- 
cluded. With  respect  to  the  ratio  of  expenditures  to  income  payments, 
Pennsylvania  ranked  fourth  when  veterans’  bonus  payments  were  included 
and  ninth  when  they  are  excluded.  The  states  voting  bonuses  gave  them 
to  veterans  over  a period  of  years,  with  the  result  that  a bonus  ’’bulge" 
in  expenditures  might  occur  one  year  in  one  state  and  another  year  in 
another. 

Considering  the  state  government  expenditures  by  function, 
as  classified  by  the  U.  S.  Bureau  of  the  Census,  Pennsylvania  ranked 
fourth  among  the  states  in  1951  in  the  total  money  spent  for  public 
education  but  twelfth  on  a per  capita  basis.  (See  Table  10.)  Pennsyl- 
vania ranked  eleventh  with  respect  to  the  ratio  of  expenditures  for 
public  education  to  total  income  payments  and  twelfth  in  the  ratio  of 
such  expenditures  to  total  expenditures.  In  Table  11,  state  expenditures 
are  shown  for  the  major  functions  in  the  fiscal  year  1951« 

Pennsylvania  ranked  third  among  the  states  in  1951  in  total  state 
government  expenditures  for  public  welfare  and  assistance  and  sixth  in  per 
capita  expenditures,  as  percent  of  total  state  expenditures,  and  as  percent 
of  income  payments.  The  expenditures  of  the  various  state  governments  on 
the  major  public  functions  in  1951  are  summarized  and  compared  in  Appendix  I. 
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Table  10 

State  Expenditures  FOR  EDUCATION  - Fiscal  Year  1951 


Total  Expenditure  (In  thousands) 


Per  Capita  Expenditures 


RANK 

STATE 

AMOUNT 

RANK 

STATE 

AMOUNT 

1st 

California  « « • • « o • 

$346,513 

1st 

North  Carolina  . . 

$38.24 

2nd 

Now  ITOrl^  •oo«oe«o* 

290,778 

2nd 

Michigan  . 0 . . . . . . 

34o70 

3rd 

Michigan  eoco««ooo 

227,104 

3rd 

California  . . « . . . 

31o43 

4th 

PENNSYLVANIA  oco 

158,775 

4th 

West  Virginia  . 0 . 

28.76 

5th 

North  Carolina  o • o 

158,116 

5th 

Indxana  o........ 

24o53 

6th 

Ohio  ooooo**ooo*«* 

141,553 

6th 

Vxrgxnxa  o.o.o.oo 

21.51 

7th 

lllXnOXS 

131,556 

7th 

^^Lryland  oo.oo.o. 

19  083 

8th 

Indiana  ooooe*oo«o 

99,016 

8th 

New  York  0 ...... . 

19.35 

9th 

Virginia  ee«oooooo 

72,815 

9th 

OhXO  .00000.0.000 

17.56 

10th 

West  Virginia  o.oo 

57,384 

10th 

Wisconsin  . . « « . . . 

16.49 

11th 

Wisconsin  ooo*oeoe 

57,313 

nth 

Connecticut  . . 0 0 . 

15o75 

12th 

Max^^land  oo«oo0*«o 

48,416 

12th 

PENNSYLVANIA  .... 

15.04 

13th 

New  Jersey 

42,729 

13th 

lllxnoxs  .00.0000 

14.92 

14th 

Massachusetts  0000 

36,283 

14th 

New  Jersey  0 . . 0 . . 

8.59 

15th 

Connecticut  *00000 

32,098 

15th 

Massachusetts  o«. 

7.67 

% 

of  Total  Income  Payments 

to  Individuals  in  State 

% of  Total  State  Expenditure: 

RANK 

STATE 

AMOUNT 

RANK 

STATE 

AMOUNT 

1st 

North  Carolina  ... 

3o635^ 

1st 

North  Carolina  , . . 

45»10^ 

2nd 

West  Virginia  . . . . 

2.449 

2nd 

Indxana  o.o.«o.o.. 

44ol5 

3rd 

^ichxgan  ....o.oo. 

2.001 

3rd 

West  Virginia  .... 

43.24 

4th 

Virginia  .0.00.... 

le776 

4th 

Mxchxgan  o........ 

42.78 

5th 

California  . 0 . . . . . 

1.626 

5th 

Vxrgxnxa  o.eo.o.o. 

37.26 

6th 

Indiana  .....o.... 

1.488 

6th 

California  ....... 

34o56 

7th 

Mai'yland  .. .0.00.0 

1.249 

7th 

OhXO  0.0.0.  .0.0000 

31.41 

8th 

Wisconsin  . . . . . . 

1.022 

8th 

New  York  . 0 « 

29.01 

9th 

OhXO  oeooeDo..o.oo 

.976 

9th 

lllxnoxs  ...000.00 

28.49 

10th 

New  York  ..oe.ooo. 

.952 

10th 

New  Jersey  ..o.... 

26.69 

11th 

PENNSYLVANIA  ..... 

.905 

nth 

Maryland  ..oo..... 

25o68 

12th 

Connecticut  ...... 

.788 

12th 

PENNSYLVANIA  ..o.. 

25.29 

13th 

lllXnOXS  ..ooe..oo 

.774 

13th 

Wxsconsxno  o.ooo.o. 

23o97 

14th 

New  Jersey  . . . . . . . 

.485 

14th 

Connecticut  0 . . . . . 

22.52 

15  th 

Massachusetts  .... 

.441 

15th 

Massachusetts  .... 

10.48 

Source;  Adapted  from  Uo 

S.  Bureau 

of  The 

Census,  ’’Compendium  of 

State  Government  Finances,  1951” « 
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U.  So  Bureau  of  the  Census  data  for  1952  are  now  available 
for  Pennsylvania  and  several  other  leading  states  in  the  group  of  15 
whose  finances  are  being  compared o The  data  reveal  the  continuing 
upward  trend  generally  experienced  in  the  costs  of  state  government. 
Pennsylvania  state  expenditures  increased  1«3  per  cent  from  1951  to 
1952,  as  shown  in  Table  12.  In  this  group  of  states  only  Illinois 
had  a decrease.  The  other  states  had  increases  larger  than  that  of 
Pennsylvania,  New  York  expenditures  rose  4o4  per  cent  and  those  of 
Ohio  11.7  per  cent.  Per  capita  state  expenditures  of  Pennsylvania 
were  $60,25  in  1952,  Illinois  had  the  lowest  per  capita  cost,  $49*28. 
All  of  the  other  state  governments  compared,  except  Indiana,  expended 
more  in  1952  than  Pennsylvania, 

THE  COST  OF  PUBLIC  INSTRUCTION 


Over  half  of  the  state  General  Fund  expenditure  dollar  in 
Pennsylvania,  as  propsoed  in  the  1953-1955  budget  is  to  be  devoted  to 
paying  for  numerous  educational  services  in  the  public  schools  and 
other  institutions.  Annual  state  public  school  expenditures,  in  terns 
of  current  expense  less  tuition,  increased  from  $35*7  million  in  1940 
to  $125*3  million  in  1951,  as  indicated  in  Table  13*  Local  government 
e3q)enditures  for  the  public  schools  rose  at  a slower  rate  in  this 
period  from  $116,3  million  to  $180,0  million.  Federal  aid  was  also 
increasing.  It  is  noteworthy  that  while  the  state  share  of  the 
public  school  costs  mounted  from  23o3  per  cent  in  1940  to  40,6  per 
cent  in  1951,  and  the  federal  share  from  0,7  per  cent  to  1.1  per 
cent,  the  local  government  share  declined  from  76,0  per  cent  to  58,3 
per  cent.  A continuation  of  this  trend  will  have  the  state,  before 
long,  paying  the  greater  part  of  the  costs  of  public  school  instruction. 
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TABI£  12 

TOTAL  STATE  EJCFEMITURES,  FISCAL  YEAR  I95I  AND  I952  SELECTED  STATES 
EXCIDDENG  VETERANS'  BCNUS  PAYMENTS 
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The  rise  in  public  school  costs  cannot  be  explained  simply  in 
terms  of  pressures  from  the  educational  groups®  The  increase  in  popula- 
tion since  the  war  has  been  especially  pronounced  in  the  school  age 
group®  The  larger  school  population  has  created  demands  for  more  teachers 
and  more  adequate  buildings  and  other  facilities®  Living  costs  have  soared 
for  the  public  school  teachers  as  well  as  for  the  nation  generally,  and 
salary  increases  have  been  necessary®  More  aid  has  been  sought  for 
distressed  school  districts  and  to  expand  and  improve  particular  educa- 
tional programs®  The  local  school  districts  have  sought  to  place  more 
financial  responsibility  on  the  state®  For  a number  of  reasons,  the 
costs  of  public  instruction  have  been  rising  and  will  continue  to  rise. 

Legislation  enacted  by  previous  sessions  of  the  General  Assembly 
will  cause  biennial  state  expenditures  for  the  public  schools  to  increase 
to  approximately  $700  million  by  1959-1961®  Already  demands  are  being 
voiced  for  additional  salary  increases  and  for  other  increases  in  state 
aid  for  education.  The  Commonwealth  has  also  committed  itself,  through 
the  State  Public  School  Building  Authority,  to  pay  part  of  the  costs  of 
construction  of  buildings  in  the  local  school  districts®  Its  share  of 
the  cost  is  rapidly  increasing®  In  1951-1953 > the  sum  appropriated  to 
pay  a share  of  the  rentals  for  buildings  constructed  by  the  State 
authority  and  by  local  school  authorities  was  $900,000.  The  appropriation 
requested  for  1953-1955  is  $7° 25  million® 

An  examination  of  the  upward  trend  in  educational  costs  reveals 
that  the  state  tax  problem  is  largely  a problem  of  finding  money  to 
finance  public  instruction®  If  substantial  new  taxes  are  needed,  it  is, 
to  a considerable  extent,  the  result  of  the  rising  costs  of  education® 

To  this  extent,  it  is  a question  of  either  giving  up  some  of  the  increases 
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AMOUNT  OF  LOCAL,  STATE  & FEDERAL  SUPPORT 
OF  PUBLIC  SCHOOLS  IN  PENNSYLVANIA  " 

IN  TERMS  OF  CURRENT  EXPENSE  LESS  TUITION 


1940  1941  1942  1943  1944  1945  1946  1947  1948  1949  1950  1951 
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in  educational  expenditures  or  finding  a new  source  of  revenue  adequate 
for  future  public  school  financingo  A similar  situation  has  developed 
in  other  states o They  have  had  to  find  substantial  new  sources  of 
permanent  public  school  tax  revenue o If  Pennsylvania  is  to  maintain 
a growing  educational  establishment  according  to  modern  standards, 
even  with  the  realization  of  those  economies  which  may  be  gained  by  . 
more  efficient  organization  and  administration,  it  is  likely  that  both 
state  and  local  taxes  will  have  to  be  increased o 

Table  14  compares  the  salaries  paid  to  public  school 
teachers  in  Pennsylvania  and  other  leading  states o Currently,  the 
average  annual  salary  for  teachers  in  Pennsylvania  is  above  the  national 
average  but  thirteenth  among  the  48  stateso 

PUBLIC  ASSISTANCE  COSTS 

A General  Fund  function  in  Pennsylvania  of  great  importance 
is  that  of  public  assistance o Our  system  of  financing  public  assistance 
costs  at  the  state  level,  without  local  contributions,  is  unique  among 
the  states,  with  only  a few  other  states  following  this  pattern*  The 
state  has,  however,  been  receiving  more  federal  aid  for  public  assistance, 
with  the  result  that  the  federal  share  of  total  public  assistance  expendi- 
tures in  Pennsylvania  increased  from  12o3  per  cent  in  1940  to  45o2  per  cent 
in  1952o  Recently  state  public  assistance  costs  have  declined  with  the  im- 
provement in  economic  conditions,  and  a decreased  appropriation  is  requested 
by  the  Governor  for  the  1953-1955  bienniumo  In  1952,  however,  the  state 
expended  $66*6  million  on  public  assistance,  to  which  the  federal  govern- 
ment added  $51  *1  million,  according  to  the  State  Bureau  of  the  Budget* 

Rising  living  costs  work  to  increase  the  amount  of  aid  needed  for  each 
dependent*  If  the  number  of  persons  receiving  assistance  shoiild  greatly 
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TABLE  l4 

TREND  OF  TEACHERS®  SALARIES  * 


State 

liiited  States^  Total 


Average  Annual  Salary 


School  Year 

1939^19^ 

$ 1,441 


School  Year 

I944-I9M5 

$1,846 


School  Year 

1949-1950 

$ 3,010 


Advance 
Estimates 
"School  Year 

1952-1953 

$3,530 


Alabama 

Arizona 

Arkansas 

Chlifomia 

Colorado 

Connecticut 

Efelaware 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

IMne 

Iferyland 

Ifessachusetts 

tQ.chigan 

IBnnesota 

Mississippi 


Ifissouri 

Montana 

Nebraska 

Nevada 

New  Ifenpshire 
New  Jers^ 

New  Mexico 
New  York 
North  Carolina 
North  Ebkota 
Ohio 
OklahoiiB. 
Oregon 
PENNSYLVANIA 

iUiode  Island 

South  Carolina 

South  Ehkota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Vfeishington 

West  Virginia 

VJisconsin 

VfycDiing 


2,604 


1,050 

2,^2 


2,481 

3,^ 

^401 

2,420 

3,594 

3/ 

3, 
3,013 
l,4l6 

2,962 

2,292 

3,209 

2,212 

3,511 

If 

2^236 

3,323 


W 

1,891 
2,061 


2,495 

3,900 

2,100 

4,600 


Source;  Efederal  Security  Agency}  except  1952-1953  figures,  vMch  are  advance  esti- 
mates furnished  ly  The  National  Education  Associationo 

’'Includes  salaries  of  si^jervisors,  principals  and  teachers  in  public  elemen- 
tary and  secondary  schools  o 
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increase  because  of  a deterioration  of  economic  conditions,  the  total  state 
costs  would  rise  materially®  Some  observers  believe  that  if  the  local 
governments  were  compelled  to  share  part  of  the  cost  of  public  assistance, 
there  would  be  more  local  interest  in  proper  administration  of  the  public 
assistance  laws® 

THE  COMMONV^ALTH  DEBT  CHARGES  AMD  REVENUE  REQUIREMENTS 

The  Commonwealth  debt  charges  comprise  a substantial  and 
increasing  part  of  the  General  Fund  budget®  The  Commonwealth  is  directly 
obligated  to  meet  the  interest  and  retirement  charges  of  its  full  faith 
and  credit  debt  and  is  indirectly  obligated  to  meet  the  costs  of  the 
General  State  Authority  Debt  and  its  share  of  the  debt  costs  of  the 
State  Public  School  Building  Authority®  In  the  1953-1955  budget  pro- 
posed by  Governor  Fine,  the  interest  and  sinking  fund  charges  of  the 
Commonwealth  are  estimated  at  $88® 0 million®  This  is  a great  increase 
over  the  appropriation  of  approximately  $12o0  million  for  1947-1949, 
which  had  expanded  to  $82® 8 million  for  1951-1953 » The  increase  was 
caused  to  some  extent  by  the  appropriations  for  General  State  Authority 
rentals  o 


On  November  30,  1952,  as  reported  by  the  Budget  Bureau,  the 
Commonwealth  had  a net  full  faith  and  credit  debt  of  $469ol  million,  as 
shown  in  Table  15®  The  largest  part  of  this  debt,  a sum  of  $413 ®0  million, 
was  that  arising  from  the  payment  of  the  bonus  to  veterans  of  the  Second 
World  War®  The  full  faith  and  credit,  or  guaranteed  debt,  must  be 
retired  and  its  charges  met  out  of  the  General  Fund  revenues®  It  is, 
therefore,  directly  a tax  supported  debt® 

Of  the  remaining  $200® 2 million  net  debt  of  the  Commonwealth,  a 
total  of  $l60®2  million,  consisting  of  $133®6  million  of  General  State 
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Authority  Debt  and  $26 o 6 million  of  State  Public  School  Building  Authority 
Debt,  is  in  part  indirectly  an  obligation  of  the  General  Fundo  The  costs 
of  the  General  State  Authority  Debt  are  to  be  met  out  of  the  rentals 
charged  the  Departments  and  Institutions  for  the  use  of  the  buildings 
and  projects  constructed  with  the  funds  borrowed  by  the  Authority.  These 
rentals  are  paid  out  of  the  General  Fund,  and  are  thus  a claim  against 
the  taxes  going  into  it.  Likewise,  the  part  of  the  costs  of  public  school 
building  construction  financed  through  the  borrowing  of  the  State  Public 
School  Building  Authority  which  are  to  be  met  by  the  Commonwealth  are 
paid  out  of  funds  advanced  by  the  General  Fund. 

In  addition  to  the  bonded  indebtedness  shown  in  Table  15,  Act  62? 
of  1952  requires  the  Commonwealth  to  pay  subsidies  to  certain  school  dis- 
tricts which  are  paying  annual  rentals  to  Municipal  Authorities  for 
school  building  projects o The  commitment  to  pay  subsidies  makes  the 
Commonwealth  indirectly  responsible  for  a portion  of  a very  substantial 
amount  of  the  bonded  indebtedness  of  the  Municipal  Authoritieso 

On  February  1,  1953,  there  were  on  file  with  the  Department  of 
Public  Instruction  388  applications  for  approval  of  public  school  building 
projectso  Information  on  345  applications  indicated  that,  for  the 
building  program  involved,  $191,997,539  was  to  be  financed  through 
Municipal  Authorities  and  a few  non-profit  corporationso  This  far 
exceeded  the  amount  of  indebtedness  thus  far  authorized  for  the  State 
Public  School  Building  Authority. 

The  total  estimated  annual  rentals  on  these  345  projects  is 
$10,889,553°  Under  Act  627,  using  current  reimbursement  fractions,  the 
Commonwealth  will  return  to  the  school  districts  annual  subsidies  amount- 
ing to  about  half  of  the  total  rental  payments. 
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The  State  Highway  and  Bridge  Authority  debt  is  an  obligation 
of  the  State  Motor  License  Fund.  The  motor  vehicle  and  motor  vehicle 
fuel  taxes  are  pledged  to  meet  the  costs  of  this  debt. 

The  authority  debt  device  was  developed  in  New  York  as  a means 
of  circumventing  the  constitutional  state  debt  limit.  The  courts  have 
held  that  the  authority  debt,  unlike  the  full  faith  and  credit  debt,  is 
not  legally  an  obligation  of  the  Commonwealth  and  is,  therefore,  not 
subject  to  the  constitutional  limits  on  the  state  debt.  The  states 
have  resorted  to  authority  borrowing  to  increase  their  indebtedness 
beyond  the  constitutional  limits  without  the  approval  of  a popular 
referendum.  The  loans  of  the  state  authorities  for  General  Fund  projects 
find  a ready  market  because  it  is  known  that  indirectly,  if  not  directly, 
the  state  taxing  power  is  committed  to  meet  the  charges  the  debt  involves. 

The  authority  device  also  permits  local  governments  to  escape 
the  legal  limits  which  apply  to  their  full  faith  and  credit  debt.  New 
public  school  facilities  may  be  financed,  as  provided  by  the  acts  of  the 
General  Assembly,  by  establishing  local  authorities  or  nonprofit  corpora- 
tions which  may  borrow  directly  by  issuing  their  own  bonds.  The  latter, 
in  turn,  issue  their  obligations  and  charge  rentals  to  the  local  units 
for  the  use  of  the  new  facilities.  But  part  of  the  cost  is  met  by  the 
state  from  General  Fund  revenues  through  the  subsidy  provided  to  the 
local  units. 

The  General  Assembly  has  placed  a limit  of  |235  million  on  the 
debt  of  the  General  State  Authority.  This  limit  could,  of  course,  be 
raised  or  lowered  at  the  pleasure  of  the  General  Assembly.  No  legislative 
limit  has  been  placed  on  the  debt  of  the  State  Public  School  Building 
Authority,  although  a limit  of  $80  million  has  been  provided  for  the 
State  Highway  and  Bridge  Authority. 
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Borrowing  through  authorities  invites  debt  expansion  because 
of  the  ease  with  which  it  may  be  accomplished.  As  the  authority  debt 
increases,  the  future  tax  revenues  of  the  Commonwealth,  where  they  are 
indirectly  involved,  are  obligated  to  meet  the  state  share  of  the  debt 
costs.  The  dangers  here  are  apparent.  They  are  indicated  in  some 
measure  in  Table  16  showing  the  increased  appropriations  being  required 
out  of  the  General  Fund  revenues. 

The  net  debt  of  Pennsylvania,  including  the  full  faith  and 
credit  debt  and  other  debt  of  State  Authorities,  is  compared  with  that 
of  the  other  selected  states  at  the  end  of  the  fiscal  year  1951  in 
Table  17c  At  that  time  Pennsylvania  had  the  largest  full  faith  and 
credit  debt  and  also  the  largest  total  of  other  debt  of  any  of  the  states. 
In  relation  to  popiilation  the  Pennsylvania  full  faith  and  credit  debt 
ranked  third;  in  relation  to  income  payments,  fourth.  The  other  debt 
ranked  second  both  in  relation  to  population  and  income  payments.  With 
respect  to  the  total  of  the  full  faith  and  credit  debt  and  the  other 
debt,  Pennsylvania  ranked  first  in  relation  to  population  and  second 
in  relation  to  income  payments. 

These  observations  on  the  size,  complexion,  and  growth  of  the 
debt  of  the  Commonwealth  have  been  made  because  of  the  relationship  of 
expenditures  financed  by  borrowing  to  our  tax  problem.  Present  taxes 
may  be  reduced  where  a pay-as-you-go  financial  policy  is  not  followed, 
but  future  taxes  are  increased.  A considerable  part  of  the  future  tax 
revenues  must  consequently  be  raised  to  finance  the  increasing  debt- 
financed  expenditures. 
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LOCAL  GOVERNMENT  COSTS  ARE  ALSO  RISING 


The  state  tax  problem  in  Pennsylvania  is  closely  related  to 
the  expenditure  and  tax  problems  of  the  local  government So  Not  long 
ago  the  local  governments  in  this  and  other  states  were  spending  and 
taxing  more,  in  the  aggregate,  than  the  state  government.  In  recent 
decades,  however,  state  expenditures  and  taxes  have  been  increasing  at 
a faster  rate  than  the  local,  and  now  the  magnitude  of  state  financing 
exceeds  the  aggregate  financing  of  the  local  governments. 

In  Table  18,  data  are  presented  which  show  the  expansion  of 
the  federal,  48  state,  and  local  government  expenditures,  total  and  per 
capita,  in  the  period  1940-1952o  Grants  to  other  governments  are  here 
considered  exclusively  as  an  expenditure  of  the  government  making  the 
grant.  Federal  expenditures  grow  most  rapidly,  very  largely  because 
of  military  outlays.  State  expenditures  increased  at  a faster  rate 
than  the  local  expenditures. 

To  complete  the  story  of  Pennsylvania  governmental  spending 
and  to  appraise  the  overall  tax  problem,  it  will  be  desirable  to  note 
the  rise  in  local  government  expenditures  in  this  state,  as  compared 
with  that  in  state  expenditures,  in  the  period  1942-1951®  In  this 
period  local  expenditures,  as  indicated  in  Table  19,  rose  from  $438.0 
million  to  $867® 7 million,  and  from  $45*02  per  capita  to  $82.18  per 
capita.  Combined  state  and  local  expenditures  in  Pennsylvania, 
inclusive  of  veterans  bonus  pajnnents,  increased  from  $737® 2 million 
to  $1,717®4  million,  and  from  $75*77  per  capita  to  $162.65  per  capita. 

The  ratio  of  the  combined  state  and  local  expenditures  to  income  payments 
in  Pennsylvania  mounted  from  8.4  per  cent  to  9*8  per  cent. 
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THE  GROWING  GAP  BETWEEN  REVENUES  AND  EXPENDITURES 


In  the  effort  to  analyze  the  General  Fund  revenue  problem  it 
is  necessary  to  appraise  the  expenditure  outlook  of  the  Commonwealth 
because  our  tax  requirements  are  determined  by  state  spending  demands e 
Ebq)enditures  are  rising  and  taxes  must  also  rise® 

The  revenue  problem  of  the  proposed  1953-1955  General  Fund 
budget  of  $l,003o9  million  is  a very  great  one.  If  this  budget  is 
to  be  balanced,  the  Commonwealth  must  raise  $157»2  million  in  new  taxes 
over  and  beyond  all  of  the  existing  taxes,  according  to  Governor  Fine. 

This  means  that  if  any  of  the  existing  taxes  should  be  reduced  or  removed, 
substitute  revenues  would  have  to  be  found.  Even  more  new  taxes  will  be 
required  if  the  General  Assembly  should  continue  the  practice  of  recent 
bienniums  of  appropriating  a larger  total  sum  than  the  Governor  requests o 

The  problem  is  the  more  serious  because  the  General  Fund  budget 
is  not  the  total  budget  of  the  Commonwealth.  The  taxpayers  must  contribute 
to  the  financing  of  other  costly  services  in  the  total  Commonwealth  budget 
of  $1428.8  million  proposed  for  1953-1955®  A Motor  License  Fund  budget 
of  $410.2  million  must  be  supported.  Other  special  budgets  include  an 
$8.0  million  Game  Fund,  a $3 .7  million  Fish  Fund,  a $1.8  million  Banking 
Department  Fund,  an  $825,000  Milk  Control  Fund,  and  a State  Farm  Products 
Show  Fund  of  nearly  $400,000. 

The  long-range  revenue  outlook  is  even  more  disturbing.  The 
general  long-time  trend  of  Commonwealth  expenditures  is  definitely  upward. 
If  this  trend  continues™and  its  abatement  is  not  in  sight— each  new 
biennium  will  witness  demands  for  substantially  increased  expenditures 
and  taxes. 
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Each  succeeding  biennium,  as  previously  noted,  will  experience 
substantial  increases  in  public  school  costs  as  the  result  of  existing 
legislation.  The  Tax  Study  Committee  has  requested  the  State  Budget 
Bureau  to  assemble  data,  with  the  aid  of  the  Department  of  Public 
Instruction,  to  indicate  the  probable  growth  of  state  public  school 
expenditures  through  the  1959-1961  biennium.  The  data  are  shown  in 
Table  20.  They  are  based  on  presently  available  information  but  are 
subject  to  subsequent  revision  as  the  influence  of  the  various  factors 
involved  in  the  determination  of  these  ejq^enditures  becomes  more  definitely 
known.  It  is  believed  that  they  reveal,  in  general,  the  probable  trend 
in  state  outlays  for  the  public  schools.  . 

State  public  school  expenditures  are  estimated  to  rise  to 
$678,780,000  in  1959-1961,  including  the  rental  payments  to  aid  in  public 
school  construction,  but  not  including  substantial  increases  in  contri- 
butions to  the  Public  School  Employes  Retirement  Fund.  This  is  an 
increase  of  $353e4  million  over  the  total  of  such  expenditures  anticipated 
in  1951-1953,  and  an  increase  of  $271.9  million  over  the  appropriations 
proposed  for  1953-1955  =■ 

The  estimates  do  not  allow  for  salary  increases  beyond  those 
provided  for  in  existing  legislation.  Nor  do  they  allow  for  the  continuing 
increase  in  the  aid  given  by  the  Commonwealth  to  educational  institutions 
which  are  not  included  in  the  public  school  system.  The  estimates  may, 
therefore,  considerably  underestimate  the  total  appropriations  which  may 
finally  be  approved  for  each  biennium. 

Other  parts  of  the  General  Fund  budget  may  decline,  remain  rather 
stationary,  or  increase  in  the  coming  biennixims,  depending  on  the  interplay 

of  numerous  social,  economic,  and  political  forces.  For  example,  a deteriora- 
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Expenditures  for  Teacdiers*  Retirement  purposes  are  not  included 


tion  in  economic  activity  and  employment,  because  of  strikes  or  a 
recession,  would  cause  a substantial  increase  in  public  assistance 
costs.  The  renewal  of  inflationary  trends,  on  the  other  hand,  would 
bring  higher  individual  and  corporate  incomes  and  increased  revenues, 
but  it  would  also  bring  higher  prices  for  the  services  and  commodities 
purchased  by  the  Commonwealth  and  by  consumers.  Tax  revenues  might 
rise  with  state  expenditures  under  some  conditions  or  fall  while 
expenditures  were  increasing,  if  unfavorable  economic  conditions 
developed. 

The  proposed  General  Fund  budget  for  1953-1955  is  $1,003«9 
million.  If  total  expenditures  for  education  increase  $300  million 
by  1959-1961  and  the  remaining  General  Fund  expenditures  remain 
stationary,  in  the  aggregate,  the  total  expenditures  in  1959-1961  will 
approximate  $1,300  million. 

The  existing  sources  of  General  Fund  revenue,  even  if  present 
tax  rates  are  continued,  are  estimated  by  the  State  Budget  Bureau  to 
fall  short  by  $157  million  of  the  total  appropriations  proposed  by  the 
Governor  for  1953-1955 » Assuming  for  the  moment  that  the  total  General 
Fund  revenues  in  1959-1961  are  approximately  equal  to  those  forecast 
for  1953-1955,  a revenue  shortage  of  perhaps  $457 « 2 million  could 
materialize.  That  is,  the  existing  revenue  sources  with  the  present 
tax  rates  would  lag  behind  expenditures  by  that  large  sum. 

The  revenue  estimates  for  1953-1955  are  based  on  the  assumption 
that  recent  high  levels  of  economic  activity  will  continue  to  prevail. 

An  economic  slump  could  cause  a sharp  drop  in  the  corporate  net  income 
tax  receipts,  as  past  experience  demonstrates.  On  the  other  hand,  higher 

levels  of  economic  activity  would  produce  higher  tax  collections. 
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THE  TREND  IN  GENERAL  FUND  APPROPRIATIONS 

VALUES  IN  MILLIONS  OF  DOLLARS 
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THE  GROWING  REVENUE  SHORTAGE 
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Unfortunately,  it  is  not  given  to  men  to  know  just  what  will  transpire 
several  years  hence o Either  expenditures  or  revenues  or  both  could  be 
higher  or  lower  than  we  may  now  anticipate « 

The  known  factors  in  the  problem,  however,  are  clear.  The 
Commonwealth  is  headed  toward  a large  and  growing  disparity  between 
General  Fund  expenditures  and  revenues  from  existing  sources.  The 
present  tax  system  is  plainly  inadequate  to  support  the  cumulative 
revenue  demands  with  which  it  is  confronted. 

The  evident  disparity  between  estimated  revenues  and  pro- 
bable expenditures  is  so  great  that  it  cannot  be  overcome  with  small 
and  minor  tax  revisions.  Little  nuisance  taxes,  imposed  on  this  or 
that  object,  will  apparently  not  suffice  to  provide  the  great  new 
revenues  needed  to  finance  the  public  school  program  and  other  costly 
services. 


A further  sobering  conclusion  is  inescapable.  Not  only 
are  very  substantial  new  revenues  necessary,  these  revenues  must 
also  be  continuing  permanent  revenues. 

The  state  taxes  required  to  balance  the  Commonwealth  budget 
are  not  the  only  responsibility  of  the  taxpayers.  Today  they  must 
also  pay  heavy  federal  taxes  as  well  as  substantial  local  taxes. 

The  taxation-expenditure  relationship  is  clearly  stated 
in  the  Budget  Message  of  Governor  Fine  to  the  General  Assembly  on 
January  26,  1953 o He  declared; 

”To  levy  additional  taxes  on  our  people  when  they  now  carry 

a burden  under  which  they  must  make  many  sacrifices  is  a most  serious 
matter.  Before  you  do  so  you  should  be  convinced  that  every  dollar  of 
appropriations  recommended  in  this  budget  is  essential.” 
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SUMMARY 


The  analysis  of  the  General  Fund  problem  may  now  be  siairimarized 
General  Fund  expenditures  have  been  rising  steadily  upward  in  recent  years 
and  are  expected  to  increase  in  coming  bienniums  <> 

Despite  tax  increases  in  the  preceding  bienniums,  General  Fund 
revenues  may  lag  behind  proposed  appropriations  in  1953-1955  by  an  estimated 
$157.2  million  unless  the  General  Assembly  and  the  Governor  are  able  to  reduc 
the  total  appropriations  contemplated.  It  shoiild  be  noted  that  in  recent 
bienniums  the  General  Assembly  has  increased,  rather  than  decreased,  the 
total  appropriations  requested  by  the  Governor. 

By  I959-I96I,  if  educational  expenditures  continue  to  increase 
according  to  the  programs  approved  by  previous  sessions  of  the  General 
Assembly  and  if  the  sum  total  of  other  e^qjenditures  remains  stationary, 
the  revenues  from  present  sources  may  fall  short  of  prospective  General 
Fund  appropriations  by  approximately  $457  million.  Public  school  retire- 
ment costs  will  add  a substantial  amount  of  e:xpenditures  to  the  total 
educational  requirements.  The  growing  gap  between  revenues  and  appro- 
priations will  be  even  greater  if  costly  spending  programs  now  being 
advocated  are  adopted. 

The  present  tax  system  is  plainly  inadequate  to  support  the 
cumulating  revenue  demands  with  which  it  is  confronted. 

Not  only  are  very  substantial  new  taxes  necessary,  these  taxes 
must  also  be  continuing  permanent  revenues. 

As  Governor  Fine  has  declared,  the  levy  of  additional  taxes 
at  a time  when  taxes  are  already  heavy  ”is  a most  serious  matter."  Tax 
‘increases  should  be  kept  to  a minimum  by  making  certain  that  every  dollar 
appropriated  is  essential  for  the  efficient  maintenance  of  necessary  public 


services. 
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CHAPTER  II 


THE  PENNSYLVANIA  TAX  SYSTEM 

The  Pennsylvania  State  tax  system  consists  of  (l)  the  various  taxes 
utilized  to  finance  General  Fund  Expenditures  for  education,  health,  public 
assistance,  welfare,  and  other  services  and  (2)  the  important  motor  vehicle, 
motor  vehicle  fuel,  and  payroll  taxes  earmarked  for  either  highways  or  unem- 
ployment compensation.  The  revenues  derived  from  the  profits  of  the  State 
Liquor  Store  System,  which  go  into  the  General  Fund  are,  in  effect  a tax  on 
the  citizens.  Inasmuch  as  the  total  state  tax  burdens  of  Individuals  and 
business  enterprises  include  not  only  the  taxes  required  to  support  the  Gen- 
eral Fund  services  but  also  highways  and  unemployment  compensation,  the  po- 
tential revenue  sources  of  the  General  Fund  must  be  considered  in  relation 
to  the  burdens  imposed  by  the  taxes  on  motor  vehicles,  gasoline,  and  payrolls. 
The  combined  liquor  store  profits.  General  Fund  taxes,  highway,  and  unemploy- 
ment taxes  amo\mted  to  $572.7  million  in  the  fiscal  year  1952,  a sum  which 
was  obtained  in  this  mann.er : 


Millions 

Per  cent 
of  Total 

General  Fund  Taxes  and  Liquor 

Store  Profits 

$382.7 

66.8 

Motor  Vehicle  and  Fuel  Taxes 

$104.3 

18,2 

Unemployment  Compensation  Tax 

$ 85.7 

15.0 

In  the  analysis  of  the  General  Fund  tax  problem,  which  is  the  subject 
of  this  inquiry,  it  will  be  well  first  to  note  the  over-all  characteristics 
of  the  Commonwealth  tax  system  and  to  compare  our  tax  sources  with  those  of 
other  leading  states.  Emphasis  will  be  placed  in  the  analysis  upon  the 
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sources  of  revenue  which  are  used  to  finance  the  functions  maintained  out  of 


the  General  F\ind  in  Pennsylvania.  Tables  1 and  2 summarize  the  chief  so’urces 
of  General  Fund  and  other  tax  revenue  in  Pennsylvania  and  1^+  other  leading 
industrial  and  commercial  states  and  indicate  their  relative  im.portance  in 
the  f ideal-year  1952.  The  tables,  in  general,  are  based  on  data  assembled 
by  the  U.  S.  Bureau  of  the  Census.  Additional  revenues  are  realized  in  five 
of  the  states,  Pennsylvania  being  one  of  them,  from  liquor  store  profits. 
Pennsylvania  received  $i|-3 ,000,000  in  the  fiscal-year  1952  from  liquor  pro- 
fits. Other  liquor  monopoly  states  and  their  liquor  profit  revenues  in 
19^1,  the  last  year  for  which  data  were  available,  were:  Michigan,  $39-5 
million;  Ohio,  $10.8  million;  Virginia,  $15 *9  million;  and  West  Virginia, 

$6.0  million. 

The  $127.6  million  yield  of  Pennsylvania's  most  Important  soijrce  of 
revenue,  the  corporate  net  Income  tax,  was  exceeded  in  1952  by  only  one 
state.  New  York.  But  Pennsylvania  obtained  23.62  per  cent  of  the  total  tax 
revenues  from  this  source  as  compared  with  17.87  per  cent  in  New  York. 

The  taxes  on  corporate  capital  stock,  franchises,  loans,  and  the  Issues 
of  capital  stock  provided  more  revenue  in  Pennsylvania  than  in  any  other 
state,  a sum  of  $60.6  million,  or  11.22  per  cent  of  state  taxes.  Michigan, 
with  $26.1  million  from  this  source,  was  second  in  collections.  The  corpo- 
rate taxes  provided  5.33  per  cent  of  the  Michigan  revenue,  or  relatively 
more  than  that  of  any  other  state,  except  Pennsylvania  and  New  Jersey. 

In  Pennsylvania,  corporations  with  net  income  must  pay  both  a net 
Income  and  a capital  stock  tax.  In  New  York  corporations  pay  one  or  the 
other,  whichever  is  greater,  but  not  both.  In  Michigan  there  is  no  corpo- 
rate net  income  tax.  This  is  also  true  in  several  other  states  of  the  I5 
compared.  In  Massachusetts,  there  is  a tax  on  corporate  excess  supple- 
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meriting  the  corporate  net  income  tax,  which  may  be  quite  burdensome.  In 
the  other  states  where  a capital  stock  tax  supplements  a corporate  net  income 
tax  it  is  a relatively  light  tax. 

It  is  because  both  net  Income  and  capital  stock  are  taxed  at  relatively 
high  rates  that  the  Pennsylvania  corporate  taxes  bulk  large  in  the  revenue 
picture.  In  1953^  "the  accelerated  payment  of  corporation  income  taxes 
raises  the  Pennsylvania  ratio  of  taxes  to  net  income  to  7-5  per  cent.  Penn- 
sylvania now  has  the  heaviest  corporation  taxes  of  any  of  the  states. 

A business  may  have  to  pay  state  taxes  on  property  or  other  objects 
in  some  states,  and  in  the  various  states  it  will  ordinarily  have  to  pay  a 
local  property  tax  and  perhaps  some  other  local  taxes.  Particular  industries 
may  also  be  subject  to  special  state  and  local  taxes.  All  of  these  taxes 
must  be  considered  in  an  appraisal  of  the  tax  liabilities  of  business  in 
the  different  states. 

If  other  states  do  not  tax  corporations  so  heavily  as  Pennsylvania, 
how  do  they  raise  their  revenues?  Some  of  them,  unlike  Pennsylvania,  use 
a part  of  the  motor  vehicle  and  motor  Vehicle  fuel  taxes  for  nonhighway 
purposes.  California,  New  Jersey,  and  New  York  obtain  substantial  revenues 
for  other  than  highway  services,  for  example,  from  one  or  both  of  these 
taxes.  These  states,  however,  like  Pennsylvania,  spend  large  sums  for  high- 
way service.  Excluding  federal  aid,  the  highway  expenditures  in  the  several 
states  in  1951^  according  to  the  U.  S.  Bureau  of  the  Census  were  as  follows: 
California  $183.8  million  New  York  $130.3  million 

Pennsylvania  166.5  million  New  Jersey  ^6.9  million 

Alcoholic  beverages  are  usually  sources  of  considerable  tax  revenue, 
as  in  Pennsylvania.  But  Pennsylvania  is  procuring  more  in  dollars  and  in  per 
cent  of  revenues  for  general  f-unctions  than  any  other  state  from  this  source. 
In  1952  the  alcoholic  beverage  taxes,  license  fees  and  liquor  store  profit 
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revenues  in  Pennsylvania  amounted  to  $9^.0  million,  or  l4.82  per  cent  of 
total  state  taxes  and  liquor  store  contributions  to  the  General  Fund.  New 
York  came  next  in  total  tax  revenues,  with  $70*1  million  but  this  was  only 
6.84  per  cent . 

Of  the  15  states  studied,  all  of  them,  except  California,  Maryland, 
North  Carolina,  and  Virginia,  tax  cigarettes.  Pennsylvania,  however,  with 
its  4-cents  a package  tax,  raised  relatively  more  from  this  source  in  1952 
than  any  other  state  except  Massachusetts  and  New  Jersey.  Pennsylvania 
secured  8.19  per  cent  of  its  state  tax  revenues  from  this  source  as  compared 
with  8.91  per  cent  in  Massachusetts,  which  had  a 5-cent  tax,  and  10.72  per 
cent  in  New  Jersey,  which  had  a 3-cent  tax.  In  dollars  collected,  Pennsyl- 
vania  obtained  more  revenue  from  her  cigarette  tax  than  any  other  state, 
except  New  York,  whose  ratio  of  collections  to  the  total  state  tax  revenues, 
however,  was  only  5 "8^  per  cent. 

The  death  tax  was  more  productive  of  revenue  in  Pennsylvania  in  1952 
than  in  any  other  state  except  California  and  New  York.  However,  Pennsyl- 
vania obtained  relatively  more  from  this  source  than  any  other  state  except 
New  Jersey.  Pennsylvania  received  4.83  per  cent  of  total  state  tax  revenues 
as  compared  with  7*01  per  cent  in  New  Jersey. 

A number  of  states  garnered  in  more  revenue  from  special  business  taxes 
on  particiilar  industries  than  Pennsylvania  in  1952,  where  the  noncorporate 
business  taxes  provided  only  7-22  per  cent  of  total  state  tax  revenues. 
However,  some  of  these  states  have  no  corporate  income  tax,  some  have  only 
light  taxes  on  capital  stock,  and  some  which  have  a corporate  income  tax 
exempt  certain  industries  from  that  tax  and  impose  a special  tax  Instead. 
While  banks  in  Pennsylvania  are  exempt  from  the  corporate  net  income  tax 
and  pay  a 4-mill  share  tax  rather  than  the  general  5-niill  capital  stock  tax. 
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the  utilities  and  insurance  companies  here  pay  the  corporate  net  income  and 
capital  stock  taxes  and  also  special  state  taxes. 

The  combined  corporation  and  special  industry  taxes  had  a yield  of 
$227.2  million  in  Pennsylvania,  a sum  exceeded  only  by  New  York,  with  a 
total  of  $312.5  million.  But  New  York  secured  only  30.53  per  cent  of  her 
total  tax  revenues  from  these  taxes,  as  compared  with  U2.06  per  cent  in 
Pennsylvania . 

In  comparing  the  state  revenue  yields  of  the  corporate  and  major  non- 
corporate taxes  in  Pennsylvania  with  the  similar  taxes  employed  in  other 
leading  states,  one  notes  that  Pennsylvania  leans  rather  heavily  upon 
certain  sources  in  addition  to  the  corporate  taxes,  such  as  alcohol, 
cigarettes,  and  death  duties,  which  are  commonly  exploited  by  other  states. 
However,  some  of  these  states  utilize  major  revenues  which  are  not  imposed 
in  Pennsylvania. 

Tax  Trends  in  Pennsylvania  and  Other  States 
The  pattern  of  state  taxation  which  has  emerged  since  1932  is  partially 
shown  in  Table  3*  Since  this  study  is  concerned  with  General  Fund  revenue 
problems,  highway  and  unemployment  compensation  taxes  are  excluded.  The 
rise  of  the  cigarette,  personal  income,  general  sales,  pari-mutuel,  and 
other  taxes  will  be  noted.  In  1932,  1^  states  imposed  cigarette  taxes,  in 
1952,  there  were  kl  imposing  this  tax.  The  number  of  states  with  general 
personal  Income  taxes  increased  from  I8  to  29;  with  general  sales  taxes, 
from  4 to  33;  with  pari-mutuel  taxes,  from  3 to  23- 

Alcoholic  beverages  are  taxed  everywhere.  Death  taxes  are  levied 
in  all  states  except  Nevada.  In  connection  with  highway  financing  and 
needs,  all  the  states  enforce  motor  vehicle  and  gasoline  taxes.  Cer- 
tain features  of  the  developing  pattern  of  state  taxation  call  for 
particular  comment. 
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TABLE  3 - THE  PATTERN  OF  MAJOR  TYPES  OF  STATE  TAXATION,  1932  - 1952(a) 


General  Net 

General  Sales  Personal  Income  Corporate  Income  Cigarette  Pari-Mutuel 


1932  1942 

1952 

1932  1942  1952 

1932  1942  1952 

1932 

1942 

1952 

1932 

1942 

1952 

Alabama 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Arizona 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Arkansas 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Ceilifornla 

X 

X 

X 

X 

X 

X 

X 

X 

Colorado 

X 

X 

X 

X 

X 

X 

X 

Connecticut 

X 

X 

X 

X 

X 

X 

Delaware 

X X 

X 

X 

X 

X 

X 

X 

X 

Florida 

X 

X 

X 

X 

X 

Georgia 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Idaho 

X 

X 

X 

X 

X 

X 

X 

Illinois 

X 

X 

x(b) 

X 

X 

X 

X 

Indiana 

X 

X 

X 

Iowa 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Kansas 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Kentucky 

X 

X 

X 

X 

X 

X 

X 

Louisiana 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Maine 

X 

X 

X 

X 

X 

Maryland 

X 

X 

X 

X 

X 

X 

X 

X 

Massachusetts 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Michigan 

X 

X 

X 

X 

Minnesota 

X 

X 

X 

X 

X 

Mississippi 

X X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Missouri 

X 

X 

X 

X 

X 

X 

X 

X 

Montsma 

X 

X 

X 

X 

X 

X 

Nebraska 

X 

X 

Nevada 

X 

New  Hampshire 

X 

X 

X 

X 

X 

New  Jersey 

X 

X 

X 

New  Mexico 

X 

X 

X 

X 

X 

X 

X 

X 

New  York 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

North  Ceorollna 

X 

X 

X 

X 

X 

X 

X 

X 

North  Dedcota 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Ohio 

X 

X 

X 

X 

X 

X 

X 

Oklahoma 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Oregon 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Pennsylvania 

x(b) 

X 

X 

X 

Bhode  Island 

X 

X 

X 

X 

X 

South  Carolina 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

South  Dakota 

X 

X 

X 

X 

X 

X 

X 

Tennessee 

X 

X 

X 

X 

X 

X 

X 

Texas 

X 

X 

X 

Utah 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Vermont 

X 

X 

X 

X 

X 

X 

X 

X 

Virginia 

X X 

X 

X 

X 

X 

X 

X 

X 

Washington 

X 

X 

X 

X 

X 

X 

West  Virginia 

X 

X 

X 

X 

X 

Wisconsin 

X 

X 

X 

X 

X 

X 

X 

X 

Wyoming 

X 

X 

X 

Humber  of  States 

4 25 

33 

18 

29 

29 

19 

31 

32 

14 

29 

41 

3 

19 

23 

Using  'Dax 

Source:  Commerce  Clearing  House,  Inc.,  and  U.  S.  Bureau  of  Censtus 

(a)  - Excluding  death  taxes,  which  are  collected  in  all  states  except  NeTada,  and  the  ailcoholic  beverage, 

motor  vehicle  and  fuel,  and  tmemployment  compensation  taxes  collected  in  all  states. 

(l)  - Subsequently  repealed  or  expired. 
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In  1952  as  previously  noted^  there  were  29  states  over  the  co\intry 
with  general  personal  net  income  taxes.  In  addition,  New  Hampshire  and 
Tennessee  imposed  income  taxes  on  the  income  from  seciaritles  in  lieu  of  a 
tax  on  their  value  as  property,  and  Michigan  and  Ohio,  while  taxing  non- 
income producing  securities  with  a property  tax,  also  taxed  income  earning 
securities  on  their  Income.  Among  the  15  leading  states  covered  in  this 
study,  seven  impose  personal  net  income  taxes  of  a general  nature  and  one 
of  them,  Indiana,  collects  a general  gross  income  tax  from  individuals  as 
well  as  businesses.  New  York  obtained  $297*0  million  from  its  personal 
income  tax  in  1952,  or  29-01  per  cent  of  her  total  tax  revenues.  The 
Indiana  gross  income  tax  raised  an  estimated  $43.7  million  from  individu- 
als, or  16.94  per  cent  of  total  tax  revenues. 

In  1952,  general  sales,  gross  receipts,  gross  Income,  or  mercantile 
taxes  were  collected  by  33  states.  Since  these  taxes  tend  to  be  passed 
on  to  consumers  by  vendors,  it  may  be  said  that  the  33  states  had  broad 
consumer  taxes,  in  the  economic  sense.  Among  the  I5  selected  states,  10 
impose  general  taxes  on  sales,  gross  receipts,  gross  income,  or  merchants' 
sales.  In  1952  California  secured  $4l6.5  million  from  a 3 psr  cent  retail 
sales  tax,  or  39*15  per  cent  of  her  total  tax  revenues.  The  taxes  in 
Michigan  and  West  Virginia  returned  50. I8  per  cent  and  53*35  per  cent  of 
total  tax  revenues,  although  the  yields  were  smaller  than  in  California. 

Among  the  48  states,  there  are  20  with  both  general  sales,  gross 
receipts,  gross  income,  or  mercantile  taxes  and  a general  net  personal  in- 
come tax.  Of  the  15  states  in  the  group  being  studied,  5 have  both  types 
of  consumer  or  income  tax.  Of  the  I5  states,  only  Pennsylvania  and  New 
Jersey  have  neither  type  of  tax.  Among  the  48  states,  only  6 have  neither 
type  of  tax.  It  is  apparent  that  the  so-called  broad-based  taxes  on  in- 
comes or  sales  are  being  utilized  in  nearly  all  the  states  for  substan- 


tial revenues . 
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The  peculiar  featiores  of  the  Pennsylvania  General  Fund  revenue  struc- 
ture are  (l)  the  heavy  dependence  on  corporate  net  income  and  capital  stock 
taxes,  (2)  the  relatively  large  liquor,  cigarette,  and  Inheritance  tax 
revenues,  and  (3)  the  absence  of  a general  broad -based  tax  on  personal  in- 
comes or  sales. 

Certain  other  taxes  not  Imposed  at  the  state  level  in  Pennsylvania  are 
also  important  in  the  revenue  systems  of  some  of  the  other  states.  There 
are  now  23  states  taxing  pari-mutuel  betting,  including  9 lii  "the  selected 
group  of  15  states  being  compared  in  their  financing.  New  York  took  $33 »8 
million  from  this  source  in  1952,  or  3»30  per  cent  of  total  tax  revenues. 

New  Jersey  obtained  less  revenue,  $15 <.6  million,  but  this  was  8.78  per  cent 
of  such  revenues . 

Severance  taxes  are  a gr-eat  source  of  revenue  in  several  states  with 
rich  oil  or  mineral  deposits.  While  $271.7  million  were  extracted  from 
natural  resoTirce  taxes  by  24  states  in  1952,  Texas  alone  raised  $131.4 
million.  Louisiana  raised  $63.0  million  and  Oklahoma  $26,0  million, 
making  a total  of  $220.4  million  in  the  3 leading  oil  producing  states. 
Minnesota  taxed  her  mineral  resources  for  $29.0  million.  But  relatively 
little  was  raised  from  severance  taxes  by  the  I5  selected  states . Michigan 
obtained  the  greatest  sum,  or  $771,000  in  1952.  Ohio  and  West  Virginia,  two 
neighboring  states  with  considerable  coal,  do  not  impose  severance  taxes. 

Amusement  excise  or  license  taxes  were  utilized  by  37  states  in  1952. 
The  total  yield,  however,  was  rather  small,  being  only  $19  million.  Some 
of  the  states  extend  the  general  sales  taxes  to  amusements,  and  some  local 
governments  tax  them.  There  is  also  a federal  tax  on  admissions  at  a rate 
of  approximately  20  per  cent. 

Soft  drink  license,  generally  nominal  in  amount,  taxes  are  levied  by 
28  states  and  excises  by  several  states.  The  taxes  on  soft  drinks  in  1951, 
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the  latest  year  for  which  data  are  available,  yielded  $19-1  million,  in- 
cluding $12.9  million  from  the  now  extinct  Pennsylvania  tax. 

The  general  property  tax,  which  has  been  abandoned  at  the  state  level 
in  Pennsylvania,  Connecticut,  Illinois,  Massachusetts,  and  New  York,  still 
provides  some  state  revenues  in  certain  areas  as  a supplement  to  local 
property  taxes.  U.S.  Biireau  of  Census  data  show  that  California  relied 
upon  this  source  for  the  most  revenue  in  1952,  or  $71*6  million.  Texas 
was  next  with  $33*8  million.  Then  came  Michigan  with  $28.1  million,  Ohio 
with  $18.7  million,  and  Wisconsin  with  $16,3  million.  Indiana  raised 
$12.8  million,  Virginia  $9»5  million,  and  New  Jersey  $3-0  million.  The 
Pennsylvania  state  taxes  on  corporate  securities  are  a form  of  property 
taxation  in  the  economic  sense,  however,  which  have  remained  as  a relic 
from  the  old  days  when  this  and  other  states  commonly  taxed  both  real 
and  personal  property  with  a general  tax. 

Another  early  type  of  taxation,  poll,  head,  or  per  capita  taxation, 
is  practiced  in  33  states,  usually  only  at  the  local  level  with  county 
administration.  Collections  are  generally  small.  In  1951  receipts  of 
$6.2  million  were  reported  by  11  states.  In  this  state  there  are  now 
numerous  per  capita  taxes  imposed  by  school  districts  or  other  local  units. 

Stock  transfer  and  document  registry  taxes  are  levied  by  12  states, 
including  Pennsylvania.  Total  revenues  in  1951  were  $4l.7  million.  Most 
of  this,  or  $31.2  million,  came  from  New  York.  Florida  was  next,  with 
$3-2  million.  'Pennsylvania  obtained  $691,000. 

The  taxes  mentioned  above  are  those  most  commonly  exploited  by  the 
states  and  those  usually  providing  the  more  important  revenues.  The 
realty  transfer  tax,  now  used  in  Pennsylvania  by  the  state  and  some  local 
governments,  seems  to  be  uncommon  as  a separate  tax.  However,  some  of  the 
states  with  general  sales  taxes  extend  them  to  sales  of  real  estate. 
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Another  source  of  revenue  which  is  important  to  all  the  states  is  the 
unemployment  compensation  tax.  The  revenues  from  this  tax  are  used  exclu- 
sively to  finance  unemployment  insurance  and  are  therefore  not  available 
for  General  Fund  purposes.  Pennsylvania  collected  $80,335^000  from  the 
unemployment  tax  in  the  calendar  year  1951^  a-s  shown  in  Table  k.  This 
tax  is  levied  against  employers'  payrolls.  Employees  do  not  contribute 
to  the  Unemployment  Compensation  Fund. 

THE  PEMSYLVAUIA  GENERAL  FUUD  REVEMJES 

The  characteristics  of  the  over-all  tax  systems  of  Pennsylvania  and 
other  leading  states  have  been  noted.  It  will  now  be  desirable  to  cite 
more  specifically  the  present  revenue  sources  of  the  Pennsylvania  General 
Fund  subsequently  and  to  observe  how  the  other  leading  states  secure 
revenues  for  the  general  governmental  functions.  It  will  then  be  possible 
to  appraise  the  existing  revenue  sources  in  Pennsylvania  and  the  potential 
new  sources  of  funds. 

The  General  Fund  of  the  Commonwealth  relies  for  its  revenues  primarily 
upon  a small  number  of  soirrces.  As  shown  in  Table  alcoholic  beverages, 
cigarettes,  corporations,  certain  businesses,  and  inheritances  will  supply 
an  estimated  sum  of  approximately  $790.7  million  in  the  present  biennium, 
or  92.1  per  cent  of  the  total  of  $86l,U  million.  The  general  taxes  on 
corporations  alone  will  supply  $^4-09.0  million,  or  U7.5  per  cent  of  the 
total.  Taxes  on  utilities,  insurance  companies,  and  banks  will  furnish 
$65.3  million,  or  7*6  per  cent  of  the  total.  Together  the  corporate  and 
other  business  taxes  will  yield  an  estimated  $47^.3  million.  This  is  55.1 
per  cent  of  the  General  Fund  revenues . 

The  alcoholic  beverage  taxes  and  liquor  store  profits  will  be  the 
source  of  $174.3  million,  or  20.2  per  cent  of  the  General  Fund  revenues, 
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TABLE  - UNEMPLOYMENT  COMPENSATION  CONTRIBUTION  RATES  AND  DOLLAR  COLLECTIONS  AS  APPLIED  TO 

COVERED  PAYROLLS  OF  SELECTED  STATES 
CALENDAR  YEAR  1951 
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TABLE  5 - THE  GENERAL  FUND  REVENUES  IN  THE  1951-1953  BIENNIUM 

BUDGET  ESTIMATES,  IN  MILLIONS 


Source 

Amount 

Per  Cent 
of  Total 

Revenues  from  Consumer  Commodities 

$262.8 

30.5^ 

Alcohol  Taxes  and  Profits 

17i+.3 

20.2 

Cigarette  Tax 

88.5 

10.3 

Corporation  Taxes 

U09.O 

47.5 

Corporate  Income 

287.5 

33.4 

Capital  Stock — Franchise 

113.8 

13.2 

Corporate  Bonus 

4.4 

.5 

Corporate  Loans 

3.3 

.4 

Taxes  on  Utilities,  Ins\irance 

65.3 

7.6 

Companies,  and  Banks 

Inheritance  Tax 

53.6 

6.2 

Realty  Transfer  Tax 

20.0 

2.3 

Miscellaneous  Taxes 

3.4 

.4 

Other  Revenues 

47.5 

5.5 

Total  Revenues 

$861.4 

100.0^ 

Source:  State  Budget  Bureau.  The  data  are  rounded. 
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the  cigarette  taxes  $88.5  million^  or  10.3  per  cent.  The  comhined  revenues 
from  these  consumer  commodities  will  he  $262.8  million,  or  30 *5  per  cent 
of  the  total. 

Another  substantial  source  of  revenue  is  the  inheritance  tax.  It  is 
to  supply  an  estimated  $53*6  million,  or  6.2  per  cent.  Federal  aid  will 
f\irnish  an  additional  $112.7  million. 

A Comparison  of  General  Function  Revenues 

A comparison  has  been  made  in  the  preceding  pages  of  the  major  sources 
of  the  total  tax  revenues  in  15  leading  states,  including  Pennsylvania,  in 
the  fiscal  year  1951*  Some  of  these  taxes,  such  as  the  motor  vehicle  and 
motor  vehicle  fuel  taxes,  may  be  used  partially  or  entirely  for  highway 
financing  and  not  for  what  may  be  called  "general  function"  expenditures 
on  public  schools,  health,  welfare,  assistance,  and  other  general  govern- 
mental purposes.  An  effort  has  been  made,  using  data  for  the  fiscal  year 
1951  because  they  are  more  complete,  to  compare  the  amounts  and  relative 
importance  of  the  general  function  revenues  from  state  taxes  and  alcohol 
profits  in  Pennsylvania  and  the  other  leading  states.  This  comparison 
may  not  be  altogether  accurate  because  the  data  at  hand  may  not  show  in 
every  instance  whether  the  revenues  are  utilized  for  general  purposes 
or  are  employed  for  the  highways  or  other  services  not  financed  out  of 
the  General  Funds  in  Pennsylvania.  Where  possible,  the  revenues  devoted 
to  highway  financing  have  been  removed  from  this  comparison,  as  have  been 
the  payroll  taxes  associated  with  unemployment  insurance.  The  data  are 
summarized  in  Tables  6 and  7* 
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The  percentages  of  major  general  function  revenues  to  total  state 
taxes  and  liquor  store  profits  in  Pennsylvania  in  the  fiscal  year  1951 
were  as  follows : 


Alcoholic  Beverages 

22.97^ 

Cigarettes 

12.29 

Corporations 

U1.58 

Other  Business 

Taxes 

10.70 

Death  and  Gift 

Taxes 

7.^3 

With  respect  to  the  percentages  of  general  function  revenues  supplied 
hy  these  major  revenues  in  the  fiscal  year  1951>  as  compared  with  the  other 
states  in  the  group  of  15,  Pennsylvania  ranked  as  follows: 


Alcoholic  Beverages 

1st 

Cigarettes 

2nd 

Corporations 

1st 

Other  Business 

Taxes 

10th 

Death  and  Gift 

Taxes 

2nd 

II  - 15 


■■ 


!•  I 


'r'  'i  ' ■ ,•  ^^3)^  ' • ..■  ’ j 

^3±B4-a  _Xa. j-od- , 04t . a-awns.v&'i  rioidoxijjl  vaa^sd'a^irieq  /^gPr  li  ' 

'■  . ■ ' . ■ . ySH''  ■;  ' 


_I?P^  iBoa-.r-l  ftdd  ni  ..ai:iiBTX’iaa09g,0j:;  ad’llp’xq  siod-a  tibifpll  Xiis  asxjs^; 


: awoIXol  "aa  simr 


.■u’i'C.  c-c 

.'-  , f V - A-^ 


C’-;  . .1.- 


■ B03,,S;39V9S  ' ollodOS^iX  ' - ■'' 

. ■BaoXdA/aoq'xoO  ■ 
.a'a'caT  -saatti-si/S -laffdO 
bsxbX  rilOXaa  /idasCI 


'■'1  ""'-I 


, . ,1  • , ^ ',  ■ V • 

■ ■ ■'v-  .''  ^O.  -lV 


j;  ■- i / e.'; 


''rr^’^V  • ■'•• *^ '*■'.  "t/tv 


y95».6dna'';t3q.  mii  oS  ddJ:W 


; yvoIJ’,' 


SB  sdd  nl  aeunors'i  'iota®  sasrfd-  ^d* 

Xsjin,?,!  'to.cfwoifs  add- xil  aa^a'^a  ''JS 


/ L Clji' 


Xa. 


Brj 


ae-:s  a •";  aV  a .it  d j.  Jtorfo  fsJA 
asdJ-^rji^tO 
■ - - . 2.i:f.old-STr.oq^oQ' 

rljOI  aaarttatrji  tpXidO 


-i  !;.  f 


.&rv'5 


S3X/5tX  .iMia  dd& 


: •-  • . '.I*  .,,  •.,»  * iji 

- r'-:* 


u - II 


TABLE  6 - GENERAL  FUNCTION  REVENUES,  FISCAL  YEAR  1951 
FROM  STATE  TAXES  AND  LIQUOR  STORE  PROFITS 
(in  Thousands) 
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(a)  Based  on  distribution  of  revenues  during  calendar  year  1951  in  states  using  part  of  tax  revenues  for  non-highway  purposes. 
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TABLE  6 - GENERAL  FUNCTION  REVENUE,  FISCAL  YEAR  1951 
FROM  STATE  TAXES  AND  LIQUOR  STORE  PROFITS 
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TABLE  7 - GENERAL  FUNCTION  REVENUES,  FISCAL  YEAR  I95I 
FROM  STATE  TAXES  AND  LIQUOR  STORE  PROFITS 
PERCENTAGES  OF  TOTAL 
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TABLE  8 - PEMSYLVANIA  STATE  AM)  LOCAL  TAX  REVENUES 
(Excluding  Social  Security  Taxes) 


Amount  in 

Millions 

Tax 

State 

Fiscal  Year 

1952 

Local(4) 
Fiscal  Ye 

1951 

Personal  Income 

- 

$ 48.4(5) 

Corporation  Income 

$127.6 

- 

Other  Corporation 

63.^ 

- 

Death  and  Gift 

26.1 

- 

Alcohol  Taxes  and  Profits 

94.0 

- 

Tobacco 

I+I+.3 

- 

Gasoline 

116.3 

- 

Amusements 

(2) 

8.3(5) 

General  Sales 

- 

- 

Property 

- 

395.0(6) 

Other 

111.4 

62.3(7) 

Total 

$563.1 

$514.0 

Per  Cent  of  Total 
State  Local 

9M 

21.9i 

10.9 

16.1 

7.6 

19.9 

1,6 

T6.8 

19.1  12,2 

100. oi  100,0% 


Source:  For  State  revenues,  U.  S.  Bureau  of  the  Census,  "State  Tax 
Collections  in  1952;"  For  local  revenues.  Staff  of  Tax  Study  Committee, 


(1) 

Includes  capital  stock,  franchise,  bonus. 

and  loans 

taxes . 

(2) 

Less  than  0.1^ 

(3) 

Includes  special  business,  motor  vehicle. 

and  other 

taxes . 

(M 

Local  data  for  1951?  except  where  otherwise  noted. 

(5) 

Data  for  1950 

(6) 

Estimate 

(7) 

Includes  per  capita,  mercantile  and  other 

non-property  taxes 

included  \inder  personal  income  and  amusements. 

Note:  U.  S.  Bureau  of  the  Census  includes  under  tax  revenues  licenses  and 
fees,  which  are  not  included  in  the  figures  on  page  II  - 1. 
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TABLE  9 - FEDERAL,  STATE  MD  LOCAL  TAX  REVEMJES,  Fiscal  Year  1952 

(Excluding  Social  Security  Taxes) 


Amo\int  in  Millions  Per  Cent  oi  Total 


Tax 

Federal(l) 

48 — 

States 

All 

Local(2) 

Federal 

■ 48 

States 

All 

Local 

Personal  Income 

$30,949 

$ 905 

$ 68 

49.6^ 

9.2% 

.8 

Corporation  Income 

21,163 

830 

7 

33.9 

8.4 

.1 

Death  and  Gift 

815 

211 

3 

1.3 

2.1 

.1 

Alcohol 

2,513 

516 

-(3) 

4.0 

5.2 

-(3) 

Tobacco 

1,563 

449 

-(3) 

2.5 

4.6 

-(3) 

Gasoline 

TI3 

1,871 

-(3) 

1.2 

19.0 

-(3) 

Amusements 

376 

l4 

-(3) 

.6 

.1 

-(3) 

General  Sales 

- 

2,229 

551 

- 

22.7 

6.4 

Property 

- 

370 

7,580 

- 

3.8 

87.9 

Other 

4,297 

2,^43 

412 

6.9 

24.9 

4.7 

Total 

$6^,339 

$9,363 

$8,621 

100.0% 

100.0% 

100.0% 

Source:  U.  S.  Commerce,  Labor,  and  Treasury  Departments. 

(1)  Tax  refunds  excluded 

(2)  For  fiscal  year  1951 

(3)  Included  in  general  sales  tax  collections 

(4)  Includes  both  general  and  specific  sales  tsixes 
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Pennsylvania  State  and  Local  Taxes 


The  primary  sources  of  Pennsylvania  state  tax  revenues  in  the  fiscal 

year  1952  and  local  tax  revenues  in  the  fiscal  year  1951  shown  on  Table 

8.  The  local  real  estate  tax  furnished  more  revenue  than  any  other  so\arce„ 

The  state  corporate  net  income  tax  was  the  second  most  productive  revenue* 

State  liquor  store  profits  of  $43=0  million  are  included  in  the  table.  Table 

9 indicates  the  major  tax  revenue  sources  of  the  federal  government  and  all 

state  and  local  governments , 

Available  Revenue  Sources  Limited 

The  history  of  taxation  demonstrates  that  the  great  bulk  of  the  revenue 
raised  by  governments  is  derived  from  a relatively  few  productive  soirrces. 

A great  diversity  of  taxes  adds  to  administrative  and  compliance  costs  and 
complications  and  opens  up  opportunities  for  niimerous  inequities  and  dis- 
criminations. The  term,  "nuisance  taxes",  has  been  evolved  to  describe 
niomerous  small  sources  of  revenue  which  are  irritations  to  tax  officials  and 
taxpayers.  The  point  is  bound  to  be  reached,  if  numerous  soiorces  of  income 
are  to  be  taxed,  where  a uniform  general  income  tax  is  preferable  to  a host 
of  separate  taxes.  If  numerous  commodities  and  services  are  to  be  taxed, 
the  point  is  also  reached  where  a uniform  general  tax  on  sales  or  purchases 
is  preferable  to  a multitude  of  little  nuisance  taxes. 

Direct  Versus  Indirect  Taxes 

Ideally,  the  taxes  required  to  meet  the  costs  of  government  would 
be  apportioned  directly  among  the  individuals  who  must  ultimately  bear 
them  according  to  their  Incomes,  their  wealth,  and  their  expenditures. 

In  this  manner  those  benefiting  from  government  would  contribute  to 
its  support  on  the  basis  of  their  abilities  to  pay.  Each  person  would 
also  know  what  his  share  of  the  cost  of  government  was  and  would  be  in 
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a better  position  than  he  is  now  to  decide  whether  the  services  of  govern- 
ment are  worth  what  they  cost.  Now,  individuals  are  generally  taxed  in 
various  ways,  largely  Indirectly  by  business  taxes  or  taxes  collected  from 
business.  Indirect  taxes  are  frequently  chosen  because  they  will  yield 
relatively  large  revenue  with  little  effort  and  because  the  resistance  to 
hidden  Imposts  may  be  weak. 

In  the  Pennsylvania  General  Fund  tax  structure  there  is  no  continu- 
ing direct  tax  on  individuals,  openly  collected.  There  is  no  personal 
income  tax,  no  property  tax,  no  per  capita  tax,  and  no  direct  consumer  tax. 
The  alcoholic  beverage  and  cigarette  taxes  do,  of  co\rrse,  go  into  the 
General  Fund,  as  do  other  taxes  collected  from  business  which  are  shifted 
to  consTjmers.  These  taxes  could  be  billed  separately  to  purchasers,  but 
for  the  sake  of  convenience  are  not . Many  of  the  states  and  the  federal 
government  and  some  local  governments  do  have  personal  Income  taxes  or 
cons\jmer  taxes  billed  separately  to  purchasers  or  both.  Many  states  have 
both  general  personal  income  and  general  sales  taxes. 

In  Pennsylvania  the  present  great  revenue  need  arises  in  financing 
the  public  schools.  An  adequate  direct  tax  on  individuals,  levied  against 
their  incomes  or  purchases  in  the  retail  markets,  would  have  the  double 
advantage  of  providing  ample  revenue  and  doing  it  in  such  a manner  that 
the  citizen  wo\ild  know  what  tax  he  was  paying  to  help  support  the  public 
schools,  public  assistance,  and  other  General  Fund  functions. 
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RELATION  OF  FEDERAL  TAXES  TO  STATE  AND  LOCAL  REVENUES 


The  sources  of  state  revenues  are  limited  to  a significant  extent 
hy  the  heavy  hiirdens  imposed  by  the  federal  taxes  and  the  increasing  taxes 
of  local  governments . The  federal  government  collected  taxes  of  approxi- 
mately $62.4  billion,  exclusive  of  social  security  taxes,  in  the  fiscal 
year  ending  J\ine  30^  1952,  as  indicated  in  Table  9*  Of  this  sum,  the  per- 
sonal income  tax  provided  almost  $30.9  billion,  or  ^9.6  per  cent,  at  rates 
ranging  from  22.2  to  92  per  cent. 

The  corporate  income  and  profits  taxes,  with  rates  of  30  to  82  per 
cent,  raised  $21.2  billion,  or  33*9  P'sr  cent  of  the  total. 

The  remaining  federal  tax  collections  were  obtained  from  relatively 
high  excises,  estate  and  gift  taxes,  employment  taxes,  and  other  sources. 
Substantial  revenues  were  raised  from  the  high  rate  taxes  on  alcohol  and 
cigarettes  and  the  gasoline  tax.  The  present  rates  of  the  major  federal 
excise  taxes  are  listed  below: 

Alcoholic  Beverages 

Distilled  spirits  - $10.50  a gallon. 

Beer  - $9  a barrel. 

Still  wines  - $0.17  to  $2.25  a gallon,  according  to  alcoholic  content. 

Liqueurs  and  cordials  - $0.12  a half  pint. 

Sparkling  wines  and  champagne  - $0.17  a half  pint. 

Artificially  carbonated  wines  - $0.12  a half  pint. 

Amusements 

Admissions  - 1 cent  for  each  5 cents. 

Box  seats  and  sales  outside  box  office  - 20  per  cent. 

Cabarets  - 20  per  cent  of  charges . 
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Club  dues  and  Initiation  fees  - 20  per  cent. 

Bowling  alleys  - $20  yearly. 

Pool  and  billiard  tables  - $20  a table  yearly. 

Transportation  and  Communication 

Passenger  transportation  - 15  per  cent. 

Telephone  calls,  local  - 15  per  cent.  Long  distance  - 25  per  cent. 
Domestic  telegraph,  radio,  and  cable  messages  - 15  per  cent. 

Leased  wires,  serviced  - 8 per  cent.  Nonserviced  - 25  per  cent. 

Furs,  Jewelry,  Toilet  Preparations,  Luggage,  Light  Bulbs,  and  Tubes 

Furs,  jewe3j:’y,  and  toilet  preparations  - 20  per  cent  of  retail  price. 
Luggage,  handbags,  wallets,  etc.  - 20  per  cent  of  retail  price. 
Electric  bulbs  and  tubes  - 20  per  cent  of  manufacturer's  price. 
Cigarettes 

Package  of  twenty  - $0.08. 

Gasoline 

Rate  per  gallon  - $0.02. 

Manuf aclxirers  ' Excises  - Miscellaneous  excises  are  placed  unon  automo- 
biles, parts,  electric,  gas,  and  oil  appliances,  firearms,  matches, 
musical  instruments,  etc.  at  rates  which  are  generally  10  to  20  per 
cent  of  manufact\arei* 'b  price. 

As  one  examines  the  federal  tax  structure,  with  its  numerous 
revenues  imposed  at  emergency  rates  because  of  the  Korean  conflict,  he 
discovers  that  few  major  tax  sources  are  left  to  the  state  and  local 
governments.  The  only  highly  productive  revenues  not  now  exploited  by  the 
federal  government  are  the  property  tax  and  the  general  sales  tax,  as  in- 
dicated by  the  data  in  Table  9*  Tbe  data  reveal  a substantial  overlapping 
of  federal  and  state  tax  revenue  sources . 
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The  states  lean  heavily,  considering  the  over-all  picture,  on 
general  sales,  gasoline,  personal  Income,  and  corporate  income  taxes. 

The  local  governments  secure  nearly  nine-tenths  of  their  tax  revenues 
from  property  taxes,  hut  in  recent  years  have,  where  conditions  permit, 
turned  to  general  sales,  income,  and  other  taxes. 

There  is  a definite  and  continuing  need  for  the  better  coordination 
of  local,  state,  and  federal  taxes  in  order  to  provide  adequate,  independ- 
ent revenues  for  all  levels  of  government  in  the  most  equitable  and  prac- 
ticable manner. 
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SUMMAEY 


The  General  Fund  of  Pennsylvania  relies  primarily  for  its  revenue 
upon  the  general  corporation  taxes  on  net  income  and  capital  stock,  which 
are  to  furnish  ^7 *5  per  cent  of  the  total  General  Fund  revenues  in  the 
I95I-I953  biennium.  The  special  taxes  on  utilities,  ins\irance  companies 
and  banks  will  supply  7-6  per  cent,  providing  a total  of  55 •!  per  cent 
of  the  General  Fiind  revenues . 

Consumer  taxes  on  alcoholic  beverages  and  cigarettes,  supplemented 
by  liquor  store  profits,  are  to  yield  30*5  per  cent  of  the  total  General 
F\ind  revenues.  The  inheritance  tax  will  add  6.2  per  cent. 

As  compared  with  the  revenue  systems  of  other  leading  states, 
Pennsylvania  depends  heavily  upon  her  high  corporation,  liquor,  ciga- 
rette, and  Inheritance  taxes.  As  a result  of  the  acceleration  of 
corporation  income  tax  payments  in  the  year  1953 ^ bhe  general  corpor- 
ratlon  taxes  in  Pennsylvania  this  year  will  yield  more  than  ever  and 
place  the  Commonwealth  in  the  vanguard  in  taxing  corporations. 

While  certain  revenue  sources  are  highly  exploited  in  Pennsyl- 
vania, a comparison  of  the  tax  system  of  the  leading  states  indicates 
the  absence  of  a number  of  productive  revenue  sources  in  our  state  tax 
system. 

Among  the  U8  states,  only  6 states,  including  Pennsylvania  have 
neither  a general  personal  income  nor  a sales  tax.  There  are  now  29  states 
with  general  personal  income  taxes,  33  states  with  some  variety  of  general 
sales  taxation,  and  20  states  with  both  of  these  prolific  revenue  sources. 

Severance  taxes  provide  substantial  revenue  in  several  states. 

Neither  Pennsylvania  nor  any  of  the  bordering  states,  however.  Imposes 
a severance  tax. 
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Amusement  taxes,  generally  of  limited  application  or  consisting  only 
of  nominal  license  charges,  are  levied  by  many  of  the  states  but  usually 
yield  little  revenue . 

There  are  now  23  states,  including  all  bordering  states,  which  tax 
betting  at  pari-mutuel  race  tracks.  Some  of  the  states  raise  large  revenues 
from  this  source. 

Many  states  tax  soft  drinks,  with  nominal  license  charges  and  generally 
without  producing  much  revenue.  A few  states  obtain  revenue  of  some  impor- 
tance . 

Property  and  per  capita  taxes,  and  particularly  the  latter,  are 
usually  of  only  minor  revenue  significance  to  state  governments. 

The  Commonwealth  revenue  problem  is  complicated  by  the  necessity  of 
competing  with  the  federal  and  local  governments  for  revenue.  The  federal 
taxes  are  especially  numerous  and  heavy. 

The  conclusion  is  reached  that  the  available  revenue  sources  are 
limited.  The  history  of  taxation  demonstrates  that  the  great  bulk  of 
governmental  revenue  is  derived  from  a relatively  few  productive  sources. 

Some  of  these  are  highly  developed  in  Pennsylvania,  others  are  not  utilized 
by  the  Commonwealth. 
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CHAPTER  III 


THE  PENNSYLVANIA  ECONOMY  AND  THE  BURDEN  OF  STATE  AND  LOCAL  TAXES 

The  tax  revenues  of  a conraiunity  are  derived  from  the  products  of  its 
economy,  that  is,  from  the  wealth  and  income  of  the  people.  The  more  prosper- 
ous a community  is,  the  more  money  the  citizens  have  not  only  for  their  private 
consumption  requirements  but  also  to  meet  the  expenses  of  their  governments. 

The  maintenance  of  high  and  growing  levels  of  personal  incomes,  savings,  and 
expenditures  for  desirable  consumer  goods  and  services  and  tax  payments,  depends 
upon  the  achievement  of  steadily  rising  levels  of  employment,  investment  and 
production.  In  appraising  present  state  and  local  tax  burdens  in  Pennsylvania 
and  other  comparable  states  and  the  taxable  resources  of  our  economy,  it  will 
therefore  be  desirable  to  note  the  volume  of,  and  the  trends  in,  the  major 
types  of  economic  activity  in  these  states. 

Pennsylvania  has  long  been  one  of  the  nation's  leading  industrial,  com- 
mercial, agricultural,  and  financial  states.  It  is  a state  which  is  still 
growing  in  population.  Income  and  economic  activity.  It  is  a state  which  can 
be  proud  of  its  many  industrial  achievements,  of  its  commerce,  its  banking  and 
financial  developments,  its  agriculture,  its  large  and  effective  labor  supply 
and  its  business  leadership.  It  is  also  a state  with  a rich  cultural  heritage, 
with  high  educational  attainments  and  outstanding  accomplishments  in  the  arts 
and  religion. 

As  a mature  state,  on  the  other  hand,  the  rates  of  growth  in  population, 
income  and  business  have  tended  to  decline  somewhat  in  relation  to  the  overall 
economic  expansion  of  the  nation  and  especially  that  of  the  newer  areas  to  the 
West  and  the  South.  This  may  be  accepted  as  a natural  development  as  long  as 
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it  is  not  due  to  a lack  of  intelligence  and  initiative  in  Pennsylvania  but  is 
to  be  attributed  instead  to  the  availability  of  undeveloped  natural  resources 
in  other  areas « While  the  grovth  of  a mature  state  may  be  somewhat  slower  than 
that  of  a young  state j,  the  former  need  not  become  a stagnant  community  but  can 
continue  to  display  a dynamic  leadership  and  a satisfactory  expansion  if  its 
population  is  of  a high  quality,  blessed  with  vision  and  a willingness  to  work 
effectively  together  and  it  has  a substantial  share  of  nature ' s physical  en- 
dowments . 

Looking  first  at  the  growth  of  our  population,  Pennsylvania,  with  its 
10^559^000  inhabitants  in  1951^  ranked  after  New  York  and  California  in  numbers 
(See  Table  1).  Whereas  this  state  had  8-3  percent  of  the  nation's  population 
in  1900,  the  ratio  slowly  declined  to  7-5  percent  in  19^0  and  7-0  percent  in 
1950  and  1951  (Table  2).  Our  population  Increased  6.7  percent  from  19^0  to 
1951*  The  nation's  population  increased  I6.5  percent  in  the  48  states. 
California  had  a phenomenal  increase  of  59*6  percent.  Among  the  group  of  I5 
selected  states  with  largely  compararable  economies,  our  rate  of  increase  ex- 
ceeded only  that  of  West  Virginia.  As  over  the  country  generally,  our  popu- 
lation increased  relatively  more  in  nonurban  areas  than  in  the  cities.  (See 
Appendix  III ) . 

With  $17.6  billion  of  Income  payments  in  1951^  Pennsylvania  again  ranked 
third  in  this  respect,  after  New  York  and  California.  In  per  capita  income, 
however,  we  ranked  tenth  among  the  15  selected  states  (Table  3)-  The  ratio 
of  our  Income  paymen'cs  to  the  total  of  the  nation  dropped  slowly  to  7 “2 
percent  in  1951  (Table  4).  Our  total  income  payments  Increased  l82  percent 
from  1940  to  1951^  as  compared  with  an  Increase  of  220  percent  for  the  nation. 
O'Ur  per  capita  income  payments  in  1951  were  $1,663,  as  compared  with  a national 
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average  of  $1^584  (Table  5)'  They  increased  l66  percent  from  19^0  to  1951^ 
whereas  the  average  per  capita  income  payments  for  the  country  increased  175 
percent o Comparisons  of  national  trends  reveal  that  while  Pennsylvania  ranks 
third  among  the  48  states  in  total  income  and  population,  our  income  per  capita 
is  lower  than  that  of  many  other  states » In  1951;  we  ranked  seventeenth  among 
the  48  states  in  income  per  capita o 

The  importance  of  manufacturing  in  Pennsylvania  is  indicated  by  the  fact 
that  in  1951  we  derived  31 =2  percent  of  our  total  Income  payments  from  manu- 
facturing pay  rolls o Six  other  states  in  the  group  of  15  obtained  a higher 
percent.  At  the  top  was  Michigan,  with  4l.6  percent.  In  Pennsylvania,  trade 
and  service  income  amounted  to  24.3  percent  of  the  total.  Again,  six  other 
states  had  a higher  ratio.  Seven  states  had  higher  ratios  of  Income  payments 
from  government  sources.  Only  four  had  lower  ratios  of  income  from  agri- 
culture. In  the  ratio  of  Income  from  miscellaneous  sources,  we  ranked  third 
after  West  Virginia  and  New  York.  The  distribution  of  income  payments  indicates 
that  our  income  is  obtained  from  a diversity  of  sources,  of  which  manufacturing 
pay  rolls  is  the  largest.  (See  Appendix  III). 
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TABLE  1 - POPULATION  ESTIMATES^  1951 


Population  Per  cent  Increase  over  19^0 


Rank 

State 

Population 

Rank 

State 

Per  cent 
Increase 

1st 

Nev  York 

15,026,000 

1st 

California 

59-6^ 

2nd 

California 

11,024,000 

2nd 

Maryland 

34.0 

3rd 

PENNSYLVANIA 

10,559,000 

3rd 

Virginia 

26.4 

4th 

Illinois 

8,820,000 

4th 

Michigan 

24.5 

5 th 

Ohio 

8,063,000 

5 th 

New  Jersey 

19.6 

6th 

Michigan 

6,545,000 

6th 

Connecticut 

19.3 

7th 

New  Jersey 

4,974,000 

7th 

Indiana 

17.7 

8th 

Massachusetts 

4,732,000 

8th 

Ohio 

16.7 

9th 

North  Carolina 

4,135,000 

9th 

North  Carolina 

15.8 

10th 

Indiana 

4,036,000 

10th 

Illinois 

11.8 

11th 

Wisconsin 

3,475,000 

11th 

New  York 

11.5 

12th 

Virginia 

3,385,000 

12th 

Wisconsin 

10.7 

13th 

Maryland 

2,441,000 

13th 

Massachusetts 

9.6 

l4th 

Connecticut 

2,038,000 

l4th 

PENNSYLVANIA 

6.7 

15  th 

West  Virginia 

1,995,000 

15th 

West  Virginia 

4.9 

United 

States,  Total  ■ 

• 153,383,000 

United  States,  Total  - 

16.5^ 

Source 

: U.  S.  Bureau 

of  the  Census, 

Series  P-25 

, No.  62,  1952. 
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Bureau  of  the  Census,,  The  data  for  1951  are  estimates. 
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TABIJE  3 - INCOME  PAYMENTS  TO  INDIVIDUALS 
Calendar  Year  1951 


Total  Income  Payments 


Per  cent 
Increase 


Rank 

State 

Amount 

Rank 

State 

Over  1940 

lot 

New  York 

$50,555 

1st 

North  Carolina 

285^ 

2nd 

Calif  omla 

21,306 

2nd 

California 

280 

5rd 

PENNSYIVANIA 

17,552 

3rd 

Virginia 

264 

Lth 

Illinois 

17,001 

4th 

Indiana 

258 

5 th 

Ohio 

l^+,509 

5th 

Wisconsin 

246 

6 th 

Michigan 

11,352 

6th 

Michigan 

231 

7 th 

New  Jersey 

8,813 

7th 

Ohio 

226 

8th 

Massachusetts 

8,223 

8th 

Maryland 

217 

9-ch 

Indiana 

6,655 

9th 

West  Virginia 

208 

10th 

Wisconsin 

5,610 

10  th 

Illinois 

196 

11th 

North  Carolina 

4,550 

11th 

Connecticut 

187 

12th 

Virginia 

4,099 

12th 

PENNSYLVANIA 

182 

15th 

Connecticut 

4,071 

13th 

New  Jersey 

181 

l4th 

Maryland 

3,875 

l4th 

New  York 

158 

15th 

West  Virginia 

2,343 

15  th 

Massachusetts 

148 

United  States,  Total 

$242,947 

PER  CAPITA 

United  States,  Total 

INCOME  PAYMENTS 

220^ 

Per  cent 
Increase 

Rank 

State 

Amount 

Rank 

State 

Over  1940 

1st 

Connecticut 

$1,999 

1st 

North  Carolina 

253^ 

2nd 

New  York 

1,996 

2nd 

Wisconsin 

213 

3rd 

California 

1,933 

3rd 

Indiana 

204 

kth 

Illinois 

1,928 

4th 

West  Virginia 

195 

5th 

New  Jersey 

1,885 

5th 

V irginia 

190 

6th 

Ohio 

1,799 

6th 

Ohio 

180 

7 th 

Massachusetts 

1,738 

7th 

Michigan 

167 

8th 

Michigan 

1,734 

8th 

PENNSYLVANIA 

166 

9th 

Maryland 

1,714 

9th 

Illinois 

165 

10  th 

PENNSYLVANIA 

1,663 

10th 

Maryland 

142 

11th 

Indiana 

1,649 

11th 

Connecticut 

l4l 

12th 

Wisconsin 

l,6l4 

12th 

California 

l4o 

15th 

Virginia 

1,295 

13  th 

New  Jersey 

135 

l4th 

West  Virginia 

1,174 

l4th 

New  York 

131 

15  th 

North  Carolina 

1,052 

15th 

Massachusetts 

127 

United  States,  Total  $1,58^  United  States,  Total  175^ 

Sources  U.S,  Department  of  Commerce,  "Survey  of  Current  Business," 

August  1952 . 
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TABLE  4 - INCOME  PAYMENTS  TO  INDIVIDUALS,  1930  - 1951 
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Source:  Uo  S.  Department  of  Commerce,  "Survey  of  Current  Business,"  August  1952. 
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TABLE  h - INCOME  PAYMENTS  TO  INDIVIDUALS,  1930  - 1951 
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Source:  U.  S.  Department  of  Commerce,  "Survey  of  Current  Business,"  August  1952  • 
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TABLE  5 - EER  CAPITA  INCOME  PAYMENTS  TO  INDIVIDUALS,  1930  - 1951 
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Source:  U.  S.  Department  of  Commerce,  "Survey  of  Current  Business,"  August  1952. 
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TABLE  5 - PER  CAPITA  INCOME  PAYMENTS.  TO  INDIVIDUALS,  I93O-I95I 
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Looking  at  the  shares  of  Income  payments  by  type  of  Income  In  1951 ^ the 
great  preponderance  of  the  Pennsylvauila  total  of  $17-6  billion^,  or  $12.6  billionj 
came  from  wages  and  salaries.  This  was  over  two-thirds  of  the  total.  The 
income  of  proprietors  was  $2.2  billion  and  that  of  property  owners  was  $1.8 
billion.  We  received  7*7  percent  of  the  wages  and  salaries  of  the  nation  as 
compared  with  5*3  percent  of  proprietors'  Income,  7-1  percent  of  property 
income  and  7*2  percent  of  the  aggregate  Income  payments.  (See  Appendix  III). 

For  many  years  Pennsylvania  has  ranked  second  among  the  states  after 
New  York  in  the  aggregate  value  of  manufacturing  output  as  indicated  by  value 
added  in  production.  The  ratio  of  value  added  in  Pennsylvania  to  the  United 
States  total,  like  that  of  New  York,  Massachusetts  and  other  mature  Eastern 
states,  has  been  declining,  however.  By  1950  the  Pennsylvania  ratio  had 
fallen  from  14.3  percent  in  1899  to  9-1  percent.  In  that  period  the  Ohio 
ratio  climbed  from  7*0  to  8.9  percent  and  that  of  Indiana  from  2,9  to  4,3 
percent.  That  of  Michigan  rose  from  3*0  to  8.2  percent.  The  Pennsylvania 
position  as  the  second  largest  manufacturing  state  in  the  nation  is  thus  being 
threatened  by  other  faster  growing  manufacturing  states  (Tables  6 and  7)« 

A review  of  the  trends  in  the  number  of  production  workers  in  manufacturing 
In  the  various  states  also  indicates  that  Pennsylvania  has  been  maintaining 
a second  place  position  after  New  York,  but  that  other  states  have  been  tending 
to  catch  up  with  us.  Pennsylvania  had  14.7  percent  of  such  workers  in  1899” 

By  1950  the  percentage  of  the  total  had  fallen  to  10.0  percent.  (See  Appendix 
III) . 
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Represents  value  of  products  less  cost  of  materials,  supplies,  fuel,  electricity  and  contract  work. 
The  amounts  shown  as  U©  S©  Totals  for  I899-I929  represent  the  addition  of  State  figures  given  In 
Table  4 of  the  Ce,nsus  publication 0 


TABLE  6 - TRENDS  IN  INDUSTRIAL  DEVELOPMENT,  I899-I95O 

(Continued) 
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TRENDS  IN  INDUSTRIAL  DEVELOPMENT 


IN  MILLIONS 
11,000 


10,000 


1899-1950 

CALENDAR  YEARS 


9,000 


TABLE  7 - INDUSTRIAL  DEV1]L0PMENT 
AS  MEASURED  BY  INCREASE  IN  VALUE  ADDED  BY  MAITOFAC'TURE 

(in  Millions) 


1939  TO  19L7 


Rank 

State 

Total  Increase 

Rank 

State 

^ Increase 

1st 

New  York 

$ 6,353 

1st 

California 

255,7^ 

2nd 

Illinois 

4,493 

2nd 

Wisconsin 

231.5 

3rd 

PENNSYLVANIA 

4,470 

3rd 

West  Virginia 

211.7 

5tE" 

Ohio 

4,243 

4 th 

Indiana 

208.6 

5th 

Michigan 

3.402 

5th 

Illinois 

205.4 

6th 

California 

2,872 

6th 

North  Carolina 

202.8 

7 th 

New  Jersey 

2,659 

7 th 

Ohio 

200.5 

8th 

iyfe,ssachuaetts 

2,189 

8th 

New  York 

191.7 

9th 

Indiana 

2,013 

9th 

Michigan 

189.6 

10th 

Wisconsin 

1,579 

10  th 

lyfessachusetts 

185 .4 

11th 

Connecticut 

1,207 

11th 

PENNSYLVANIA 

„ 180^ 

12th 

North  Carolina 

1,103 

12th 

Virginia 

179.8 

13th 

Maryland 

717 

13th 

New  Jersey 

175.2 

14  th 

Virginia 

676 

l4th 

Connecticut 

174.9 

15  th 

West  Virginia 

451 

15th 

Maryland 

170.3 

1947  TO 

1950 

1st 

Michigan 

$ 2,196 

1st 

Michigan 

42.3^ 

2nd 

Ohio 

1,608 

2nd 

West  Virginia 

32.8 

3rd 

Illinois 

1,250 

3rd 

Indiana 

28.7 

4th 

PENNSYLVANIA 

1,177 

4 th 

California 

28.2 

5th 

California 

1,126 

5th 

Maryland 

27.9 

6th 

Indiana 

855 

6th 

Wisconsin 

26.8 

7 th 

New  York 

839 

7 th 

V Irginla 

26,0 

8th 

New  Jersey 

690 

8th 

Ohio 

25,3 

9th 

Wisconsin 

606 

9th 

Illinois 

18,7 

10th 

Maryland 

317 

10  th 

PENNSYLVANIA 

16.9 

11th 

Massachusetts 

290 

11th 

New  Jersey 

16,5 

12th 

Virginia 

274 

12th 

North  Carolina 

12.8 

13th 

Connecticut 

226 

13th 

Connecticut 

11.9 

l4th 

West  Virginia 

218 

14  th 

New  York 

8.7 

15th 

North  Carolina 

211 

15  th 

Massachusetts 

8,6 

III  - li^ 


Sources  See  TaBle  6 
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Pennsylvania  is  a leading  state  in  expenditures  for  new  manufacturing 
structures^  plant  additions,  machinery  and  equipment.  In  1951^  'the  total  of 
such  expenditures  was  $837 "6  million,  an  outlay  greater  than  that  of  any  other 
state.  (Table  8). 

On  private  construction  in  1951^  Pennsylvania  expended  $1,337»2  million. 
Only  California  and  New  York  spent  greater  sums.  On  public  construction  that 
year,  Pennsylvania  expended  $984.9  million,  ranking  after  California  and  New 
York.  (Table  9)- 

In  volume  of  retail  sales  Pennsylvania  ranks  third  among  the  states. 

New  York  and  California  rank  first  and  second  respectively.  (Table  10). 

In  total  farm  output  and  Income  we  are  exceeded  by  several  states.  In  1951 
our  rank  was  eighth  in  total  cash  receipts  from  farming  (Table  11). 

Without  going  into  needless  detail  here  in  a study  concerned  primarily 
with  tax  problems,  it  may  be  stated  that  Pennsylvania  has  long  held  an  enviable 
position  of  leadership  in  manufacturing  and  other  economic  activities. 
Additional  economic  statistics  will  be  found  in  Appendix  III.  Our  position 
in  total  output  and  employment  is  being  challenged,  however  by  other  states 
with  faster  growing  populations.  Industries  and  markets. 
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Table  8 - MAMJFACTUEERS ' EXPENDITURES  FOR  NEW  PLANT  AND  NEW  EQUIPMENT,  1951 
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Source:  Uo  So  Bureau  of  the  Census,  1951  Annual  Survey  of  Manufacturers. 


TABLE  9 - NEW  PRIVATE  AND  PUBLIC  CONSTRUCTION  BY  STATE 
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TABLE  10  - RETAIL  TRADE  CHANGES,  1929,  1939,  19^8  AND  1951 
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Sources  U..  Bureau  of  the  Census,  Census  of  Business,  19^8,  except  for  1951  d.ata  vhich  is  from  Sales 
Management,  Survey  of  Buying  Power o 
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Wisconsin  851^737  117 A73  968,910  7,698  976.608  1.222.700 

Sources"  IT.  S.  Bureau  of  Census,  Agricultural  Statistics,  1951”  Estimated  income  for  1951  ceflects  gros^ 

cash  farm  income  a,i  estimated  by  "Sales  Managements"  in  its  Survey  of  Buying  Pover , May  1952,  based  on 
projections  for  first  10  months  of  1951  by  U S.  Bureau  of  Agricultural  Economics. 


The  Tax  Burden  In  Pennsylvania  and  Other  States 


Coii5)arisons  have  been  made  of  economic  activity  and  trends  in  Pennsyl- 
vania and  other  leading  states » The  statistical  data  used  in  the  brief 
analysis  are  suimnarlzed  in  the  attached  tables-  It  will  also  be  desirable 
to  compare  (l)  the  total  state  and  local  tax  collections  and  liquor  store 
profits  revenues  in  these  states^  (2)  the  per  capita  distribution  of  those 
revenues  among  the  state  populations^,  (3)  the  ratios  of  those  revenues  to 
the  Income  payments  of  these  states  and  other  measures  of  economic  activity 
and  resources^  and  (4)  the  distribution  of  total  state  and  local  tax  col- 
lections among  the  major  sources  of  tax  revenues^  particularly  those  employed 
for  state  General  Fund  and  local  government  purposes-  In  this  manner  some 
indication  of  comparable  tax  burdens  may  be  provided- 

Before  analyzing  the  statistical  data^  it  should  be  noted  that  com- 
parisons of  state  and  local  tax  burdens  are  necessarily  subject  to  a number 
of  limitations-  Complete  local  tax  collection  data^  unfortunately^  are  not 
available  for  recent  years-  Some  comparisons  may  be  made  for  the  fiscal 
year  1951  largely  on  the  basis  of  estimated  collections  of  local  taxes- 

Income  data^  like  other  estimates  of  state  economic  activity^  are 
subject  to  errors  of  calculation  and  some  margin  m;ust  be  allowed  for  these 
errors-  The  comparisons  are  also  made  in  dollars  with  a purchasing  power 
varying  somewhat from  state  to  state  at  a given  time-  Neither  total  income 
payments  in  a state  nor  the  per  capita  income  payments  show  the  actual  income 
of  each  individual  and  family^  the  number  of  dependents^  the  savings  or  other 
measures  of  economic  resources  and  responsibilities  of  particular  taxpayers. 

, A comparison  of  the  total  and  per  capita  taxes  collected  in  the  various 
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states  does  not  reveal  the  incidence  of  the  taxes  employed  on  those  vho  fi- 
nally pay  them,  after  any  shifting  has  been  completed^  Some  taxes  may  be 
shifted  by  those  from  whom  governments  collect  them  to  other  persons  through 
price  adjustments,  while  other  taxes  are  absorbedo  Neither  the  total  nor  the 
per  capita  tax  collections  show  whether  certain  taxpayers,  such  as  the  con- 
sumers of  alcohol  or  cigarettes  or  the  owners  of  corporations,  are  paying 
more  or  less  than  their  fair  share  of  the  cost  of  government  because  they 
reveal  nothing  about  the  distribution  of  the  total  tax  loado  It  is  necessary 
to  note  the  particular  taxes  imposed  at  the  state  and  local  levels  and  what 
their  rates  and  other  features  are  if  we  are  to  compare  the  actual  tax  burdens 
on  actual  taxpayers » Only  in  this  way  can  the  economic  effects  of  the  var- 
ious taxes  be  determined. 

Not  all  of  the  taxes  collected  by  a state  or  local  government  fall  upon 
the  residents  of  the  community.  Some  of  them  are  paid  by  nonresident  pur- 
chasers, employees,  and  investors  who  are  active  in  the  taxing  area.  Some 
taxes  may  also  be  shifted  outside  the  community  through  the  processes  of 
production  and  trade.  On  the  other  hand,  the  residents  of  Pennsylvania  may 
purchase  commodities,  be  employed  or  invest  in  areas  outside  the  state,  and 
pay  various  taxes  in  other  states.  Neither  the  total  nor  the  per  capita  tax 
collections  will  show  exactly  what  taxes  are  paid  by  the  residents  of  each 
state , 


Since  taxes  are  paid  to  finance  public  services,  the  net  burden  of  a 
tax  on  those  who  finally  pay  it  can  not  be  known  until  a comparison  can  be 
made  of  the  benefits  received  from  governments  with  the  taxes  paid  for  the 
services  obtained.  One  individual  may  receive  benefits  from  public  services 
far  greater  in  value  than  the  sum  he  has  sacrificed  in  taxation.  Another  may 
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receive  little  or  no  direct  benefit  from  a particular  tax  payment.  The  burden 
of  taxation^ In  the  last  analysis,  must  therefore  be  related  to  each  Individ- 
ual and  his  gains  and  losses  from  government.  It  eventually  becomes  too  In- 
definite for  exact  measurement. 

Another  qualifying  factor  is  worth  noting  in  comparing  the  state  and 
local  tax  burdens  of  different  states.  The  total  and  per  capita  tax  collec- 
tions do  not  In  themselves  show  the  relative  efficiency  of  governmental  oper- 
ations In  the  various  states.  The  tax  dollar  may  be  expended  wisely  or  un- 
wisely, depending  upon  the  choice  of  services  to  be  provided  and  the  effective 
ness  of  their  administration. 

Since  the  total  and  per  capita  state  and  local  tax  collections  In  Pennsyl 
vanla  and  other  states  and  the  ratios  of  tax  collections  to  income  payments 
and  other  measures  of  economic  activity  and  resources  are,  at  most,  only 
partial  measures  of  the  burdens  of  taxation,  other  measures  will  be  desirable 
and  will  be  considered  In  the  appropriate  places  in  this  report.  Subsequently 
It  will  be  desirable  to  note  In  more  detail  the  burdensomeness  of  particular 
taxes  on  Individuals  and  business  enterprises  In  the  various  states. 

Total  State  and  Local  Tax  Biirdens 

With  the  limitations  of  the  data  In  mind,  and  recognizing  that  there  may 
be  value  In  revealing  approximate  relationships  even  though  they  may  not 
measure  them  precisely,  the  statistics  of  comparative  state  and  local  tax 
burdens  may  now  be  presented.  Table  12  offers  a comparison  of  total  state 
and  local  tax  collections,  to  which  State  Liquor  Store  profits  have  been 
added.  In  15  selected  states  by  major  sources  In  the  fiscal  year  1951 • In 
that  year  Pennsylvania  derived  an  aggregate  of  $1,051.1  million  In  revenue 
from  state  and  local  taxes  and  alcohol  profits.  Similar  revenues  In  New  York 
were  $2,260.1  million  and  $l,8l8.4  million  in  California,  Indicating  that 
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Pennsylvania  ranked  third  among  the  states  in  total  revenues^  excluding  social 
security  taxes.. 

In  total  state  tax  and  alcohol  profit  revenues^  Pennsylvania  ranked  third 
among  the  states » Our  state  revenues  of  $537 million  were  considerably  lower 
than  similar  revenues  of  $958”!  million  in  California  and  $91501  million  in 
New  York. 

At  the  local  government  level^,  Pennsylvania  tax  collections  of  $51^*0 
million  were  exceeded  in  three  other  states.  New  York  ranked  first^  with 
$1^3^5oO  million,  California  second  with  $860.3  million,  and  Illinois  third 
with  $581.9  million. 
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TABLE  12  - TOTAL  STATE  AND  LOCAL  TAX  REVENUES,  FISCAL  lEAR  1951 

(in  TbouBonds) 

(INCLUDINO  LIQUOR  STORE  PRCFira) 
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NON-PROPERTY  TAXES  61,887  268,795  119,QQ0  5,076  2^,123  k6,^32  8,744  1,855 

TOTAL  STATE  AND  LOCAL  TAX  COLLECTIONS  $1, 818,385  $2,260,101  $1,051,106  $872,595  $822,110  $1,001,196  $657,631  $338,691 

Source;  BtalaC  data  from  U.  8.  Bureau  of  The  Census,  "Campendlum  of  State  Government  Finances,"  I951  and  Other  Bureau  of  The  Census  data, 
•with  Liquor  Profits  Incl-udeda  Local  data  adapted afrom  "State  and  Local  Tax  Burden  in  48  States,"  by  Roger  A.  Freeman,  Olympia,  Washin^fton 
and  staff  for  states  for  which  later  data  ai’e  available. 
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CALIF.  N.Y.  PA.  MICH.  OHIO  ILL.  MASS.  N.C.  IND.  WISC.  VA.  N.J.  MO.  CONN.  YA. 


Total  State  and  local  Taxes  Per  Capita 


In  the  fiscal  year  1951^  Pennsylvania  state  taxes  and  liquor  profits  com- 
bined were  $50.87  per  capita  as  compared  with  a national  average  of  $59- 36,  as 
indicated  in  Table  13«  Among  the  15  states,  per  capita  state  taxes  ranged 
from  $33°T3  New  Jersey  to  $86.91  in  California,  including  liquor  profits  in 
those  states  with  State  Stores. 

Pennsylvania  local  taxes  are  estimated  at  $48.68  per  capita  in  1951,  as 
compared  with  a national  average  of  $53 •38*  Among  the  15  states,  per  capita 
local  taxes  were  at  a minimum  of  $20.08  in  North  Carolina  and  at  a maximum  of 
$89.51  in  New  York. 

When  state  and  local  taxes  are  combined  with  liquor  profits,  the  per 
capita  total  taxes  in  Pennsylvania,  of  $99 <>55  was  somewhat  below  the  national 
average,  of  $112.74.  In  the  group  of  15  selected  states,  Virginia  had  the 
lowest  per  capita  total  of  $76.15  and  California  had  the  highest,  with  $164.95 « 

Total  State  and  Local  Taxes  and  Income  Payments 

In  relation  to  income  payments,  state  taxes  and  liquor  profits  in 
Pennsylvania  displayed  a ratio  of  3 *06  per  cent  in  the  fiscal  year  1951*  This 
was  well  below  the  national  average  of  3 ”75  per  cent  and  also  below  the  ratios 
of  most  of  the  other  states  in  the  group  of  15 . The  New  Jersey  ratio  of  I.90 
per  cent  of  income  payments  was  the  lowest  in  the  group  and  the  North  Carolina 
ratio  of  5 ”88  per  cent  was  the  highest. 

The  ratio  of  estimated  local  taxes  to  income  payments  in  Pennsylvania  in 
1951  was  2.93  cent,  below  the  national  average  of  3 ”37  per  cent.  Among 
the  15  selected  states,  the  North  Carolina  ratio  of  I.9I  per  cent  was  lowest 
and  the  New  Jersey  ratio  of  4.77  per  cent  was  highest. 
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TABIi  13  - STATB  AHD  LOCAL  TAI  BORDHIS,  FISCAL  TEAR  1951 
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*Local  tax  collection  data  qo  Ijodloated  la  for  1950  rather  than  1951 
■**^Inolude«  eoi  eatljaate  for  school  district  tai  collectlcxusa 
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The  ratio  of  comhined  state  and  local  taxes  and  liquor  profits  to  Income 
payments  in  Pennsylvania  in  1951  was  5»99  per  cento  The  national  average  of 
7ol2  per  cent  was  substantially  higher » Among  the  15  selected  states,  only 
Ohio  and  Illinois,  with  ratios  of  5 “67  and  5 <’89  psr  centp  had  relatively 
lower  taxes  than  Pennsylvania » The  hlghegt  ratio  among  the  I5  states  was  the 
80 5^  per  cent  of  California » Massachusetts  was  next  'vd-th  a ratio  of  80OO 
per  cento 

Other  studies  have  found  that  the  ratio  of  total  state  and  local  taxes 
to  population  and  Income  pa^yments  in  Pennsylvania  is  relatively  lowo  An 
analysis  by  the  Michigan  Tax  Studj^  Committee,  for  example,  compared  total 
taxes  with  population  and  Income  payments  recently  in  Illinois,  Indiana, 
Michigan,  New  Jersey,  New  York,  Ohio,  Pennsylvania,  and  Wlsconslno  The  study 
concluded  that  both  on  a per  capita  and  an  Income  payments  basis,  total  taxes, 
including  liquor  store  profits,  were  lower  in  Pennsylvania  than  in  any  other 
of  the  several  states .. 

Total  State  and  Local  Taxes  and  Index  of  Economic  Activity 

As  a further  check  on  the  Pennsylvania  overall  state  and  tax  load,  the 
Tax  Study  Committee  has  compa,red  combined  state  and  local  taxes  and  liquor 
profits  in  the  fiscal  year  1951  with  an  index  of  economic  activity  in  each 
of  the  15  selected  states  and  the  United  States.  The  Indent  of  economic 
activity  was  based  upon  income  payments,  value  added  by  manufacturing,  output 
of  agriculture  and  mining,  and  retail  sales  in  the  calendar  year  1950° 

Using  the  ratio  of  total  state  and  local  taxes  and  liquor  profits  in  the  48 
states  to  the  index  of  economic  activity  as  a base,  or  100  per  cent,  it  was 
found  that  the  Pennsylvania  ratio  was  84  per  cent.  Only  Illinois,  with  a ratio 
of  82  per  cent,  and  Indiana  and  Ohio,  both  with  ratios  of  78  per  cent,  had 
(1)  See  the  Michigan  Tax  Survey ^ 1952,  page.  5“ 
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lower  combined  state  and  local  taxes  In  relation  to  economic  activity  than 
Pennsylvania^  among  the  15  selected  states.  The  Pennsylvania  tax  biorden,  state 
and  locals  as  a ratio  of  economic  activity was  exceeded  by  the  relative  burden 
of  11  states.  The  resiults  of  the  study  are  summarized  in  Table  lU  and  the 
methods  of  analysis  are  more  fully  explained  in  Appendix  III. 

Table  14.  Burdens  of  State  and  Local  Taxes  In 
15  Selected  States  In  Belatlon  to  Index  of 
Economic  Activity 


State 

Percentage 

48  states 

100^ 

California 

133 

Connecticut 

96 

Illinois 

82 

Indiana 

78 

Marj'land 

92 

Massachusetts 

118 

Michigan 

94 

New  Jersey 

89 

New  York 

120 

North  Carolina 

103 

Ohio 

78 

Pennsylvania 

84 

Virginia 

93 

West  Virginia 

88 

Wisconsin 

108 

■^Burdens  of  state  and  local  taxes  in  the  fiscal  year 
1951,  Including  profits  of  State  Liquor  Stores^,  in 
relation  to  economic  activity  in  the  calendar  year  1950 » 


Per  Cap. 


In  Table  I5  the  major  state  taxes  and  local  property  taxes  are  compared 
on  a per  capita  basis  in.  I5  selected  states  in  the  fiscal  year  1951” 

The  Pennsylvania  alcoholic  beverage  revenue  burden,  including  liquor 
profits,  was  $8.46  per  capita,  or  more  than  that  of  any  other  state  in  the 
group . 

Per  capita  collections  of  the  4 cent  Pennsylvania  cigarette  tax  amounted 
to  $4.11.  This  was  exceeded  only  in  Massachusetts,  where  a 5 cent  cigarette 
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tax  brought  In  revenue  of  $5-60  per  capita » 

Inheritance  and  estate  tax  collections  in  Pennsylvania  were  $2.48  per 
capita.  Of  the  15  states,  only  Connecticut,  with  per  capita  collections  of 
$3.19^  collected  more. 

When  corporation  taxes  are  compared  on  a per  capita  basis,  the  Pennsyl- 
vania total  of  $14.90  per  capita  was  surpassed  only  by  the  $20.66  per  capita 
in  Massachusetts  and  $15.56  per  capita  in  Wisconsin  in  1951 » 

Local  property  tax  collections  are  estimated  at  $3T»^1  per  capita  in 
Pennsylvania  in  1951,  a sum  surpassed  in  10  of  the  15  states.  New  Jersey  had 
the  highest  per  capita  property  taxes,  with  collection  of  $79*38» 

Pennsylvania  has  no  general  state  tax  on  personal  incomes  or  retail  sales, 
nor  does  it  have  a pari-mutuel  betting  tax.  In  these  respects  it  is  unique 
among  the  I5  selected  states. 

New  York  had  the  highest  per  capita  personal  net  income  tax  collections 
in  1951,  when  they  were  $l6.48.  Wisconsin  was  next,  with  $l6.04.  The  Indiana 
gross  Income  tax  on  individuals  amounted  to  $9«6l  per  capita. 

General  sales  tax  collections,  on  a per  capita  basis,  were  highest  in 
Michigan,  where  they  were  $37- 83-  California  followed,  with  collections  of 
$36.39  per  capita,  then  West  Virginia,  with  $30.87  and  Ohio  with  $19.92. 
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rOTAL  glATE  AND  LOCAL  TAX  COLIECTIONS  tl6A.95  1L5Q.AI  192^  t.LOl.96  tlI3.^1  1138.97 


TABLE  15  - PER  CAPITA  STATE  AND  LOCAL  TAX  REVENUES,  FISCAL  YEAR  1951 
(INCLUDINO  LIQJOR  STORE  PROFITS) 
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A comparison  of  collections  of  the  major  state  and  local  taxes  on  a per 
capita  basis  among  the  15  states  Indicates  that  In  1951  Pennsylvania  ranked 
relatively  high  in  the  Taxation  of  alcoholic  beverages,  cigars,  inheritances, 
and  corporations.  But  Pennsylvania,  alone,  made  no  use  of  a general  state 
tax  on  personal  Incomes  or  sales  or  a pari-mutuel  tax.  The  favorable  position 
of  Pennsylvania  with  respect  to  total  state  and  local  taxes  in  relation  to 
population  and  income  payments  therefore  disguised  the  heavy  preponderance  of 
certain  major  taxes  and  the  absence  of  other  revenues  of  importance  in  other 
leading  states . 

Collections  Of  Major  Taxes  In  Relation  To  Income  Payments 
Table  l6  permits  a comparison  of  the  collections  of  major  state  and 
local  taxes  in  15  selected  states  in  relation  to  income  payments.  It  reveals 
a relatively  high  ranking  for  Penn.sylvanla  in  the  tax  burdens  on  alcoholic 
beverages,  cigarettes,  inheritances,  and  corporations.  The- ratios  of  tax 
collections  to  Income  payments  in  1951  were  ~ 


Alcoholic  beverages 

0.51^ 

Cigarettes 

0.25 

Inheritances  and  estates 

0.15 

Corporations 

0.84 

The  ratio  of  alcoholic  beverage  revenues,  including  liquor  profits,  to 
Income  payments  was  higher  in  Pennsylvania  than  in  any  other  leading  state, 
except  in  Virginia. 

The  ratio  of  cigarette  tax  collections  to  income  payments  in  Pennsylvania 
was  exceeded  only  in  Massachusetts. 
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TABI£  17  - ATATC  AMD  LOCAL  TAX  REVEMUES 
AS  PERCENTAOBS  OF  TOTAL  IHCOMB  TAX  PAYlffiMTS,  1951 
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The  Pennsylvania  ratio  of  inheritance  and  estate  tax  collections  to 
income  payments  vas  surpassed  only  in  Connecticut = 

The  Pennsylvania  ratio  of  corporation  taxes  to  income  payments  was  ex- 
ceeded only  in  Massachusetts  and  Wisconsin. 

The  ratio  of  property  tax  collections  to  income  payments  in  Pennsylvania, 
however,  was  relatively  low»  Among  the  selected  states,  only  North  Carolina, 
Virginia,  and  West  Virginia  had  lower  ratios. 

Percentages  Of  Total  State  and  Local  Taxes  From  Major  Sources 
Another  comparison  may  he  made  to  indicate  the  relative  importance  of  the 
major  sources  of  state  and  local  tax  revenue  in  the  15  selected  states.  This 
is  a comparison  shown  in  Table  17,  of  the  collections  of  each  major  revenue 
source  with  the  combined  state  and  local  tax  collections  and  liquor  store 
profits  in  the  fiscal  year  1951 » 

In  nearly  every  state  in  the  group,  the  local  property  tax  produced 
relatively  more  revenue  than  in  Pennsylvania,  where  it  supplied  37*58  per 
cent  of  the  total  taxes  and  liquor  profits.  New  Jersey  outdistanced  the 
other  states,  securing  67*15  pei*  cent  of  the  total  from  the  local  property 

tax.  North  Carolina,  at  the  opposite  extreme,  obtained  only  23*97  per  cent. 

Although  the  present  study  is  concerned  with  General  Fund  revenues,  it 
might  be  mentioned  that  in  1951  "the  motor  vehicle  and  motor  fuel  taxes,  the 
collections  of  which  are  earmarked  for  highway  service,  f'urnished  the  second 
largest  source  of  tax  revenue  in  Pennsylvania,  or  l6.3^  per  cent  of  the  total. 
Several  other  states  raised  relatively  more  from  these  taxes.  North  Carolina 
led  the  group  of  states  with  a ratio  of  25*10  per  cent. 

The  next  largest  source  of  revenue  in  Pennsylvania  were  the  state 

corporation  taxes,  with  a yield  of  13*96  per  cent  of  the  combined  state  and 
local  tax  collections.  Including  liquor  store  profits.  No  other  state,  except 
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Massachusetts^  vhlch  went  beyond  Pennsylvania  and  obtained  15 086  per  cent  of 
the  total  from  corporation  taxes^  relied  to  such  extent  upon  these  taxes.  The 
ratio  in  New  York  was  7.I6  per  cent,  in  New  Jersey  only  I.78  per  cent,  and  in 
Ohio  only  lol4  per  cent.  Of  the  I5  states,  5 do  not  tax  the  net  Income  of 
corporations . 

Alcoholic  beverages,  another  source  of  General  Fund  revenues,  supplied 
Pennsylvania  with  8.49  per  cent  of  total  state  and  local  taxes  and  liquor 
profits  in  19510  Only  Virginia,  with  a ratio  of  9«25  per  cent,  secured 
relatively  more  revenue.  The  Ohio  ratio  was  6.13  per  cent,  the  New  York  ratio 
was  3 “34  per  cent,  and  the  New  Jersey  ratio  was  3«20  per  cent. 

Cigarettes  ranked  next  in  Importance  in  Pennsylvania,  providing  4.13 
per  cent  of  the  total  state  and  local  taxes  and  liquor  profits,  relatively 
more  than  Inanyof 'the  other  selected  states.  Massachusetts  followed  with  4.03 
per  cent.  Indiana  was  third  with  3 “15  per  cent. 

Special  business  taxes  furnished  3 <>59  per  cent  of  the  total  state  and 
local  taxes  and  liquor  profits  in  Pennsylvania  in  1951 » This  ratio  was  ex- 
ceeded in  several  states.  North  Carolina  ranked  first  among  the  I5  selected 
states,  with  a ratio  of  8.13  per  cent. 

Pennsylvania  secured  2.49  per  cent  of  the  total  state  and  local  taxes, 
including  liquor  profits, from  the  taxation  of  property  transferred  at  death. 
This  was  a higher  ratio  than  any  other  state  in  the  group. 

As  previously  mentioned,  Pennsylvania  lacks  a general  personal  Income, 
a general  sales  tax,  and  also  a pari-mutuel  tax.  The  data  in  Table  I7  Indicate 
that-  the  general  personal  income  tax  was  the  soiirce  of  12.05  per  cent  of  total 
state  and  local  taxes  in  Wisconsin,  10. 96  per  cent  in  New  York,  and  10.00  per 
cent  in  Massachusetts.  Eight  of  the  I5  states  levy  a general  personal  Income 
tax. 
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The  general  sales  taxes  of  10  of  the  15  selected  states  were  frequently 
very  important  revenue  producers <>  In  1951  West  Virginia  obtained  from  a 
general  sales  tax  a sum  eq_ui valent  to  38»02  per  cent  of  total  state  and  local 
taxes  and  liquor  profits o Michigan  secured  28o37  psr  cent  and  California 
22. 06  per  cento  Ohio  and  Illinois  were  not  far  behlndo 

Pari-mutuel  taxes  in  1951  were  usually  minor^  but  som.etlmes^,  important^ 
sources  of  revenue.  New  Jersey  obtained  relatively  most  from  this  source 
among  the  15  states,  or  2.08  per  cent.  Maryland  was  second  with  1.92  per 
cent.  Nine  of  the  15  states  taxed  pari-mutuel  racing. 

Summarizing  the  comparison  of  the  relative  Importance  of  major  sources 
of  state  and  local  revenues  among  15  states,  it  may  be  said  that  Pennsylvania 
ranked  near  or  at  the  top  in  the  percentages  of  revenue  raised  from  alcoholic 
beverages,  cigarettes,  inheritances,  and  corporations.  While  the  combined 
Pennsylvania  state  and  local  taxes  are  relatively  low  on  a per  capita  basis 
and  in  relation  to  income  payments,  tax  collections  concentrate  on  certain 
sources  with  heavy  burdens.  The  state  and  local  tax  system  in  Pennsylvania 
is  not  so  well  balanced  and  Its  burdens  are  not  so  broadly  distributed  as  are 
the  taxes  of  some  of  the  other  leading  states. 

Certain  sources  of  revenue  which  are  of  Importance  to  other  states  are 
not  utilized  in  Pennsylvania.  The  greatest  potential  sources  of  new  revenue 
are  therefore  to  be  found  in  Pennsylvania  in  those  areas  which  are  as  yet 
undeveloped. 

Individual  Versus  Business  Taxes 

One  comparison  of  tax  burdens  in  the  different  states  may  be  mentioned 
here.  This  Is  a comparison  of  the  taxes  imposed  on  individuals  on  the  one 
hand  and  on  business  on  the  other.  As  indicated  in  the  preceding  chapter, 
the  Pennsylvania  revenue  system  leans  heavily  on  corporate  taxation  at  the 
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state  level o On  the  other  hand^  ualijte  nearly  all  of  the  other  states,  we  lack 
a broad  tax  on  either  personal  incomes  in  general  or  upon  ccnsumer  purchases « 

We  do  have  rather  high  taxes  on  alcoholic  beverages,  if  liquor  store  profits 
are  Included,  and  similarly  we  have  relatively  high  taxes  on  cigarettes  and 
inheritances.,  Our  state  taxes  therefore  concentrate  on  corporations  and  a 
relatively  few  objects  consumed  by  or  in  the  hands  of  individuals o 

The  Interstate  competitive  character  of  much  business,  particularly  in 
manufacturing  and  certain  types  of  trade,  makes  it  especially  important  to 
compare  the  burdens  of  business  taxation  in  Pennsylvania  and  other  leading 
Industrial  and  commercial  states » There  Is  always  the  temptation  to  Increase 
the  tax  load  on  corporations » Corporate,  like  all  other  taxes,  however,  must 
he  paid  hy  individuals  who  give  up  a part  of  their  incomes,  savings,  or  consumer 
expenditures  to  pay  the  taxes = 

Since  Pennsylvania  is  actively  engaged  in  competition  with  other  states 
for  new  industries,  products,  employment  and  markets,  her  state  and  local 
taxation  should  not  handicap  her  industries  in  the  competitive  struggle » 

Anything  which  retards  Pennsylvania  industry,  in  the  rivalry  with  the  indus- 
tries of  other  states,  will  he  a limiting  factor  on  the  economic  welfare  of 
The  Commonwealth  and  the  taxable  capacity  of  the  economy « 

Rightly  or  wrongly,  Pennsylvania  is  thought  of  in  many  business  circles 
as  a high  business  tax  state o Massachusetts,  New  York  and  certain  other  mature 
Eastern  states  have  a similar  reputatlono  These  are  states  which  have  been 
losing  out  in  the  competitive  struggle  to  the  faster  growing  states  in  the 
sense  that  their  relative  industrial  importance  has  been  declining o The 
younger  and  more  flourishing  industrial  states,  on  the  other  hand,  are  fre- 
quently low  corporate  tax  states,  as  will  he  indicated  more  fully  subsequently 
in  this  report o While  taxation  is  only  one  of  the  factors  of  a group  which 
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dstermine  the  location  of  industrial  plants  and  Influence  economic  expansion. 
It  Is  highly  desirable  that  the  tax  factor,  so  far  as  possible,  should  not 
be  unfavorable  to  Industrial  Investment,  production,  and  employment  In 
Pennsylvania. 

Taxation  Is  also  of  great  Importance  to  consumers.  The  purchasing  power 
of  their  Income  Is  reduced  by  Indirect  taxes  which  raise  prices  as  well  as  by 
direct  personal  taxes  on  their  Incomes  or  savings.  The  cost  of  government 
should,  therefore,  be  kept  at  the  minimum  levels  consistent  with  adequate 
public  service  in  order  that  consumers  may  obtain  the  maximum  purchasing 
power  from  their  incomes  and  savings  and  the  productive  investments  of  indi- 
viduals will  not  be  discouraged. 

Effects  of  Taxation  on  Industry  Often  Hard  to  Measure 

Have  any  or  all  of  the  Pennsylvania  taxes  been  pushed  to  the  economic 
limits  of  taxable  capacity?  How  may  it  be  determined  when  taxes  have  reached 
the  danger  point  with  respect  to  the  taxed  activity?  One  test,  of  course,  is 
the  revenue  test.  This  may  be  found  by  charging  what  the  traffic  will  bear. 
That  is,  by  raising  taxes  until  their  confiscatory  effects  are  evident  and 
they  "kill  the  geese  that  lay  the  golden  eggs."  Sometimes  a taxpayer  may 
migrate  to  another  location  or  he  may  obtain  desired  goods  and  services  from 
a lower  tax  area,  if  he  does  not  altogether  cease  purchasing.  Unfortunately, 
when  these  events  occur,  it  may  be  too  late  to  repair  the  damage. 

The  effects  of  heavy  taxation  on  Industry  are  difficult,  and  frequently 
impossible,  to  ascertain  with  any  great  accuracy  because  there  are  a number 
of  factors  at  work  in  the  determination  of  industrial  trends.  Businesses 
may  locate  in  particular  communities  because  they  wish  to  be  near  their 
markets  and  sources  of  needed  materials,  fuels  and  labor  supply,  and  also 
have  favorable  transportation,  credit  and  other  facilities.  A mine  must 
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obviously  be  located  where  the  raw  material  Is  found^,  a retail  store  or  a 
bank  near  Its  customers.  A large  manufacturing  company  seeking  a location 
for  a new  plant  may  have  much  more  mobility  and  may  be  able  to  select  from 
potential  locations  In  a number  of  states^  depending  upon  the  Importance  of 
tax  differentials  and  other  factors.  Other  things  being  equal,  such  a firm 
will  locate  where  taxation  Is  most  favorable » Once  this  firm  has  located  a 
plant,  however.  It  may  have  to  remain  there  In  spite  of  the  subsequent  develop- 
ment of  unfavorable  taxation.  Its  future  growth,  moreover,  may  be  shunted 
away  to  more  favorable  tax  climates  and  other  Industrial  expansion  may  be 
discouraged. 

Small  firms  may  have  less  freedom  of  choice  In  locating  than  large  ones. 
They  may  find  needed  capital  and  markets  only  in  a friendly  hQm.e  community . 

The  owners  of  small  firms  also  may  not  have  the  facilities  for  comparing  taxes 
In  various  localities  in  different  states.,  For  one  reason  or  another,  a small 
firm  may  have  few  attractive  alternative  locations  In  different  states 
available  to  It.  But  taxes  will  affect  the  costs  and  profits  of  small  firms 
and  will  thus  have  a bearing  upon  the  decision  to  expand  facilities  or  to 
abandon  the  project.  The  tax  load  will  also  affect  the  ability  of  the  firm 
to  meet  the  competition  of  other  concerns  in  other  locations.  Another 
significant  factor  is  the  manner  In  which  tax  laws  are  administered. 

Local  as  well  as  state  taxes  are  important  in  business  competition. 

Light  state  taxes  may  mean  heavy  local  taxes,  or  vice  versa.  It  Is  the  sum 
total  of  state  and  local  taxes  which  must  be  considered.  Both  the  rate  and 
the  base  of  each  tax  are  Important  In  this  connection. 

The  types  of  taxes  to  be  paid  are  also  important.  The  net  Income  tax 
has  the  advantage  that  it  Is  paid  only  when  there  are  profits.  A capital  stock 
tax  of  the  Pennsylvania  type  Is  largely  a fixed  charge  which  goes  on  almost 


III  - L3 


J V>  Vr 

T-  .-.  ■ 


■-.'■■  ■ ^ s ^ t-  ..  L j X52  v*;'):  S'lS/iw  'J^aJ^OQX  9d  Y-^SdolvcfO 

-V;/: r tad.^.a  A .srxs^odgijo  ad-i  ijeojes  Ai-Bcf 

:V,  v-i,:,:-  datna  «r/.a.d  ddBlq;  wen  a lot 


I-rn  - . 


:■•.  jfc-a'eae.  .&  daoidBooX  XaXdasdoq 
. go'. 'j  :<■:>£ l-  ‘xi'iido  i>aa  alaidnsotal^H)  ^cad 
>..  i~i.  ;ja>:hBZsX  s-raciw  adsool  Iliw 
- df-  ^otwawod; '^timXq 

^ ' ' , = - ■3ld'a-xcva1:m/  ‘1:o 'dftafij  ■ 

a<;d£aov.f?'l:  - siom  od  'icaw^B 

f 

;.-v'^’j;  ?i-^r.c';-t  Y^m  - 


" :■'■•■;  oLs:?  ’ <.U'o  .ojjia-Slf  I>aXt 

^ '■' ■ •' ' - ■ ■-'•-(;.■  -/iririX  il^ao'-  td  aiAdv'd  adT 

^ ■ ■'■'  ''  ^ ■■  '•■'  - ■■.■•;:';•  Lii,^  «£  ga^dii'.tiooX ■ aaolxav  dl 

- ' ■ ' • "••■  :■'■■ '.:o' .:v;  >0/  i • :a: v;'a  o vsl  avid  xiy.ui  afil 

''  '■  '■•  ' •"  • •:J’.u5’.'-  ed.!'  od  sX'da-Iiava 

■ - ' '■'••  - ^-  ■"•'■•  a . .sH.cf  a gvvad  diafd  XI jrw' diia 

■■  r add  irod/iscfa 

- ■;  V ' r oi;t.f'd«>q!\io-&  add 'dseat  od 

‘ ' ' 'V,v.:if.ao  :;.:0T  iii  'xodsat  ■ txi3ia 

■'  ■' ’■'•y.G'j  -Bdad-o  llsv  'Xj^dOii  --'  r'd; 
£,;-.;--.r  v/'a-ad  B-V-O'is  asx.ad  Bdsds  ddgXJ  ' 

• ' '*  •■'  dpi^ng.-- - a.rv.v.td  - I^ooX  boB  sdada- do  Xadod 

•-  ;..:.;'g  -j-dt  .v;.  3*1^  ocBci-  doa^  do  oagtf'add 

. r.i£ cT'fi !•  ■ i-o'dii^q  nd'oT  ;:d;rad  do  adT 

■t-y 

' ' cvYo.w  'YLor.  X.taq  ./i  s?^df?’BV|)ja  add -said  ... 

-Sijo  ,5;;?.>:, f:  ,;:.  , ■ 3 X 1.  aX'jtrfi'V lyiadita'I  arid- do  XBd 


regardless  of  earnings  <.  Heavy  local  taxes  on  real  estate  and  machinery 
have  a similar  fixed  character  and  are  especially  burdensome  on  firms  with 
losses  or  little  Income  which  cannot  shift  them,.  Taxes  on  sales  which  are 
passed  on  to  purchasers  as  additions  to  prices  are  favored  by  many  business 
men  over  taxes  on  business  which  may  have  to  be  absorbed,. 

Federal  Deductibility  of  Pennsylvania  Taxes 

Several  factors  having  a bearl,ng  on  the  taxable  capacity  of  the  Pennsyl- 
vania economy  and  of  Individuals  and  business  fl?mis  have  been  mentioned,  along 
with  the  difficulties  Involved  In  measuring  the  economic  effects  of  state 
and  local  taxes = It  Is  sometimes  erroneously  remarked  that  tax  differentials 
among  different  states  are  of  little  or  no  practical  Importance  as  factors 
In  business  location  and  development  because  state  and  local  business  taxes 
are  deductible  expenses  In  determining  the  net  Income  of  business  concerns 
for  federal  taxation.  It  Is  often  said  that  the  high  federal  tax  rates 
virtually  wipe  out  tax  differences  and  that  It  Is  of  little  significance 
whether  the  Pennsylvania  corporate  net  Income  tax  rate  Is  5 percent  or  10 
percent  or  how  heavy  the  state  capital  stock  tax  or  local  property  taxes  may 
be.  Those  who  advance  this  argument  commonly  conclude  with  the  statement 
that  corporations  have  to  pay  an  82  percent  federal  excess  profits  tax  and 
the  effect  Is  that  82  percent  of  any  state  tax  increases  are  offset  by 
equivalent  reductions  In  federal  tax  liabilities . 

As  a matter  of  fact,  however,  the  great  majority  of  corporations  do  not 
pay  the  excess  profits  tax.  Some  of  those  that  do  pay  the  tax  are  subject  to 
a tax "considerable  lower  than  the  combined  82  percent  federal  rate.  This 
combined  rate  Includes  a normal  tax  rate  of  30  percent,  a surtax  rate  of 
22  percent,  and  an  excess  profits  tax  rate  of  30  percent  or  less.  It  was 
estimated  by  the  Treasury  In  1950  that  approximately  80  percent  of  the 
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corporations  of  the  nation  with  taxable  incomes  would  be  exempt  from  the 
socalled  excess  profits  taxo  For  one  thing,  since  the  first  $25,000  of 
corporate  net  Income  is  not  subject  to  an  excess  profits  tax  and  since, 
according  to  the  Treasury,  about  70  percent  of  the  taxable  corporations  have 
net  Incomes  under  $25,000,  only  a minority  of  corporations  could  be  subject 
to  the  tax.  Other  allowances  exempt  many  other  corporations,  with  the 
consequence  that  not  more  than  one  taxable  corporation  in  five  is  subject 
to  the  excess  profits  tax. 

Another  point  is  of  importance.  Unless  the  existing  law  is  modified, 
the  excess  profits  tax  is  destined  to  expipe  on  July  1,  1953“ 

As  the  federal  corporate  income  tax  operates,  the  first  $25,000  of  net 
Income  is  subject  to  a 30  percent  tax.  The  consequence  is  that  70  percent 
of  the  taxable  corporations,  that  is,  the  smaller  ones,  are  taxed  solely  at 
the  rate  of  30  percent,  When  state  and  local  taxes  on  corporations  are  in- 
creased, only  30  percent  of  the  increase  is  offset  for  these  corporations  by 
the  deduction  of  the  Pennsylvania  taxes  ^for  the  federal  Income  tax.  If 
30,000  corporations  now  doing  business  in  Pennsylvania  have  taxable  Incomes 
and  the  national  proportion  of  firms  with  incomes  under  $25,000  prevails, 
some  21,000  of  these  concerns  are  paying  the  30  percent  federal  income  tax 
and  not  an  excess  profits  tax.  Actually,  only  about  6,000,  or  20  percent,  on 
that  basis  are  paying  an  excess  profits  tax. 

Corporations  with  Income  over  $25,000  are  subject  to  a tax  of  52  percent 
on  the  Income  over  $25,000,  No  further  Income  tax  is  required,  unless  an 
excess  profits  tax  must  be  paid.  The  Treasury  has  estimated  that  19  percent 
of  the  nation's  taxable  corporations  have  Incomes  from  $25,000  to  $100,000  and 
11^  from  $100,000  up,  clearly  indicating  that  most  corporations  are  not  large. 
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Tne  Tax  Outlooic  Is  Impo'r’t&nt 


A factor  of  importance  in  the  decision  to  organize  a nev  firm  or  expand 
an  existing  one  is  the  outlooh  for  future  taxes  <>  It  must  therefore  he  ap- 
praised in  comparing  tax  hardens  on  indiTldrals  and  huBlnesses  in  the  dif- 
ferent states o In  some  localities  present  taxes  are  low  hut  increases  are 
imminent  to  meet  increased  local  gOTsmment  expenditures  o Suhstantial  in- 
creases in  state  and  local  horroH’ing  mean  suhstantial  increases  in  future;,  if 
not  present,  taxes <,  Expected  future  taxes,  rather  than  past  or  present 
taxes,  must  he  appraised  to  determine  the  possihle  future  effects  of  taxes  on 
business  costs  and  profits ^ 

In  Pennsylvania  the  corporate  Income  tax  rate  has  been  raised  to  5 
percents  As  a result  of  the  acceleration  of  corporation  net  income  tax  pay- 
ments this  year,  a corporation  may  he  liable  for  a tax  payment  In  the  spring 
of  1953  equivalent  to  7 ■=5  percent  of  its  1952  Income  In  addition  to  its 
capital  stock  tax*  In  some  quarters  suggestions  are  helng  advanced  that  the 
acceleration  should  be  continued  and  that  the  tax  rate  should  further  be 
increased o Since  the  acceleration  combined  -with  the  present  5 percent  tax 
already  raises  the  Pennsylvania  corporate  net  Income  tax  above  that  of  other 
leading  states,  the  prospects  of  additional  taxation  vould,  if  tney  become 
an  actuality,  make  the  corporate  tax  outlook  in  Pennsylvania  a dark  and  dls= 
couraging  ones 

Some  Basic  Pax  Principles 

The  growth  of  state  expenditures  in  Pennsylvania  and  the  an.ticlpated 
need  for  suhstantial  new  tax  revenues  have  been  indicated,  along  with  recent 
trends  in  the  Pennsylvania  economy  and  certain  measures  of  tax  burdens  In 
this  and  other  states.  Because  Pennsylvania  is  the  second  largest  manufac- 
turing state  in  the  Union,  the  problems  of  industry  have  been  given  unusual 
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emphasis  in  this  analysis  of  the  Commonwealth’s  serious  tax  problem.  In 
planning  the  Pennsylvania  taxes  for  the  future,  it  will  he  well  to  formulate 
some  guiding  principles  which  will  provide  a basis  for  raising  the  ever  in- 
creasing taxes  needed  in  a manner  consistent  with  the  alms  of  the  citizens 
for  a soimd  and  flourishing  economy. 

faxes  are  the  price  of  government.  If  we  want  the  state  and  local 
goverrjnents  to  spend  more  for  public  education,  health  and  other  services, 
we  must  expect  to  pay  higher  taxes. 

A basis  precept  of  public  expenditure  and  taxation  was  set  forth  in  the 
original  Pennsylvania  constitution  of  1776,  It  declared,  "The  purpose  for 
which  any  tax  is  to  be  raised  ought  to  appear  clearly  to  the  legislature  to 
be  of  more  service  to  the  community  than  the  money  would  be,  if  not  col- 
lected," It  would  be  well  for  us  today  to  accept  that  wise  and  sound  maxim. 

The  many  public  services  provided  by  the  Commonwealth  presumably  bene- 
fit all,  or  at  least  the  great  majority,  of  the  population,  indirectly  if 
not  directly.  It  is  therefore  inciuabent  upon  all  who  benefit  from  those 
services  to  contribute  their  Just  share  of  the  costs  of  those  services  ac- 
cording to  their  ability  to  pay. 

A fiscally  adequate  and  rationally  equitable  system  of  taxation  requires 
a reasonable  diversity  of  revenue  sources.  Experience  has  shown  that  no  one 
tax  is  adequate  to  maintain  the  costly  public  services  which  the  citizens 
today  demand  of  their  governments.  Since  taxes  are  paid  out  of  the  Incomes, 
savings  and  expenditures  of  individuals  in  the  last  analysis,  a balance  is 
desirable  in  the  taxes  Imposed  upon  individuals  in  their  capacities  as  pro- 
ducers, Investors  and  consumers.  This  requires  a balance  in  the  utilization 
of  personal  income,  property,  consumption  and  business  taxes  by  the  federal, 
state  and  local  governments . 
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As  gOTernment  expenditures  rise  and  the  existing  sources  of  revenue  are 
developed  to  higher  and  higher  levels ^ the  resistance  of  the  taxpayer  in- 
creases, economic  activity  is  restricted,  and  the  psychological,  political 
and  economic  limits  to  the  taxes  employed  are  reached.  When  a revenue  source 
has  been  exploited  to  such  limits,  new  revenues  may  more  advantageously  be 
obtained  from  other  tax  sources,  if  they  are  available. 

Different  taxes  distribute  the  costs  of  government  differently  among 
the  individuals  paying  them.  One  tax  may  fall  to  reach  persons  with  sub- 
stantial ability  to  contribute  to  the  costs  of  beneficial  public  services 
who  can  be  reached  with  other  taxes.  By  resorting  to  a reasonable  variety  of 
taxes,  a government  may  avoid  placing  excessive  and  socially  detrimental 
burdens  upon  any  major  group  in  a productive  economy. 

An  unreasor*able  diversity  of  revenue  sources  will  unwisely  multiply 
administrative  and  compliance  costs  without  greatly  adding  to  the  revenues 
obtained.  The  several  major  sources  of  productive  tax  revenue  are  well 
known.  As  previously  noted,  they  Include  such  sources  as  the  personal  and 
corporate  Income  taxes,  the  property  tax,  various  excises,  and  general  sales 
taxes . 

These  revenue  sources  must  be  shared  in  some  manner  by  the  federal, 
state  and  local  goverrunents . A state  could,  by  permitting  its  local  sub- 
divisions to  tax  personal  incomes,  sales,  amusements  and  other  objects, 
deprive  Itself  of  Important  revenue  sources.  Without  placing  restraints  on 
local  taxation,  a state  could  also  open  up  a "Pandora's  box"  of  local 
nuisance  taxes  which  would  plague  the  taxpayers  with  numerous  Imposts  and 
prevent  the  formulation  of  a sound,  equitable,  and  fiscally  adequate  system 
of  state  and  local  taxation. 

The  high  and  broad-based  federal  income  tax  is  the  biggest  rival  revenue 
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source  confronted  ty  the  states.  It  Is  supplemented  with  the  heavy  federal 
taxes  on  corporations  and  numerous  excises  in  addition  to  the  heavy  taxes  on 
alcoholic  beverages  and  tobacco.  The  federal  death  and  gift  taxes  are  also 
heavy.  Like  other  states,  Pennsylvania  therefore  finds  that  there  are  few 
major  revenue  sources  which  are  still  open.  On  the  other  hand,  the  citizens 
are  demanding  more  governmental  services,  and  they  still  have  available  sub- 
stantial sums  after  the  payment  of  the  high  federal  taxes  which  may  be 
tapped  by  the  states,  if  necessary.  It  is  up  to  the  citizens  to  decide 
whether  the  state  and  local  governments  are  to  spend  more  money.  If  they 
approve  programs  of  higher  spending,  they  must  also  accept  new  taxes  which 
hit  their  Incomes,  expenditures,  and  savings. 

The  ever  recurring  cry  in  Pennsylvania  for  new  tax  sources  proves  that 
the  Commonwealth  has  failed  to  develop  a revenue  structure  sufficiently 
diversified  and  flexible  to  provide  steadily  Increasing  funds.  The  time  has 
come  for  the  Commonwealth  to  take  Inventory  of  its  present  revenue  resources, 
to  appraise  its  future  revenue  requirements,  and  to  lay  securely  the  foun- 
dations of  a revenue  system  which  will  meet  its  long-range,  as  well  as  its 
Immediate,  revenue  requirements.  Such  a revenue  system,  with  adjustments 
from  time  to  time  in  the  bases  and  rates  of  taxation,  would  provide  aii:5)le 
funds  over  the  years  with  the  minimum  Interference  with  the  effective  oper- 
ation of  the  private  enterprise  economy  and  in  the  manner  most  equitable  and 
convenient  to  the  taxpayers . 

No  tax  system  is  perfect.  Taxpayers  are  never  eager  to  sacrifice  their 
incomes,  their  savings  and  their  expenditures  to  pay  for  governmental 
services.  As  a consequence,  taxes  are  too  often  the  product  of  expediency, 
of  yielding  to  immediate  pressures,  of  failing  to  look  ahead  to  the  effects  of 
the  actions  taken  today  and  of  overlooking  the  new  revenue  demands  which  are 
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certain  to  rise  tomoirow 


But  otir  tax  system  can  te  Improvedo  Major  inequities  can  "be  removed. 
New  revenues  can  be  ottained  without  carrying  existing  taxes  to  confiscatory 
heights o The  tax  load  can  he  spread  more  evenly  and  fairly.  And  tax  meas- 
ures which  are  particularly  detrimental  to  essential  consiimptlon^  investment^ 
production  and  employment  can  he  avoldeds  These  objectives  can  he  realized 
if  the  ciuizens  and  their  duly  elected  representatives  in  public  office  will 
work  together  intelligently  and  wholeheartedly  for  the  common  good. 

Summary 

The  tax  revenues  of  Pennsylvania , both  state  and  locals  are  derived 
from  the  wealth,  income,  and  expenditures  of  the  citizens. 

Potential  additional  revenues  are  limited  by  the  output  of  industry, 
mining,  and  agriculture,  by  trade  and  employment,  and  by  the  other  available 
sources  of  wealth  and  income.  It  is  therefore  desirable  to  note  the  volume 
and  trends  of  activity  in  the  major  branches  of  the  Pennsylvania  economy  and 
compare  them  with  economic  developments  in  other  leadir^g  and  competitive 
states  as  an  analysis  of  the  present  tax  burdens  and  the  taxable  capacity  of 
the  Commonwealth. 

Pennsylvania  has  been  expanding  In  population,  income,  manufacturing. 
Investment,  trade,  agrlctltore,  and  other  lines  of  economic  activity  in 
recent  years.  The  rates  of  growth  in  Pennsylvania,  one  of  the  more  mature 
states,  have  recently  not  been  so  high  as  those  of  other  less  developed  and 
faster  growing  states . But  Pennsylvania  can  continue  to  g:row  and  remain  a 
leading  and  prosperous  industrial,  commercial,  and  financial  state  if  the 
citizens  will  intelligently  and  effectively  cooperate  toward  that  goal. 

Penasylvanla  state  and  local  taxes  are,  in  total,  comparatively  favor- 
able with  those  of  other  leading  states  when  they  are  measured  on  a per 
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capita  basis  and  In  relation  to  Income  payments  and  other  significant  meas- 
ures of  economic  activity.  Among  the  I5  leading  states  studied  In  1951 ^ 
Pennsylvania  ranked  as  follows  when  total  state  and  local  taxes ^ with  the 
addition  of  liquor  store  profits,  were  related  to  certain  measures  of 
comparisons 

lo  11th  on  a per  capita  basis 
2o  13th  In  relation  to  Income  payments 

3.  12th  In  relation  to  a combination  of  Income  payments,  value  added 
In  manufacturing,  output  of  agriculture  and  mining,  and  retail 
sales . 

The  favorable  overall  tax  load,  however,  conceals  the  relative  over- 
taxation of  certain  revenue  sources  and  falls  to  reveal  those  sources  which 
are  relatively  undertaxed  or  not  even  developed 0 It  does  not  disclose  the 
Incidence  of  present  taxes  and  their  economic  effects. 

Unlike  a majority  of  the  other  states,  Pennsylvania  has  no  general 
personal  Income  or  sales  tax.  Taxes  therefore  Inevitably  concentrate  on 
other  sources , 

A comparison  of  the  'use  of  particular  state  and  local  revenue  sources 
among  the  leading  states  In  the  fiscal  year  1951>  excluding  motor  vehicle  and 
fuel  and  unemployment  compensation  taxes,  shows  the  followings 
1.  On  a per  capita  basis,  Pennsylvania  ranked 
1st  in  alcoholic  beverage  revenues 
1st  in  cigarette  taxes 
1st  In  general  corporation  taxes 
2nd  In  Inheritance  taxes 
11th  In  local  property  taxes 
2o  In  relation  to  Income  payments  Pennsylvania  ranked 
1st  in  general  corporation  taxes 
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2nd  In  alcoholic  leverage  revenues 
2nd  in  cigarette  taxes 
2nd  In  inheritance  taxes 
11th  in  local  property  taxes 

3.  With  respect  to  the  percentage  of  state  and  local  tax  revenues, 
including  alcohol  profits,  obtained  from  its  major  revenue 
sources  in  the  fiscal  year  1951  Pennsylvania  ranked 
lat  in  cigarette  taxes 
1st  in  inheritance  taxes 
2nd  in  alcoholic  beverage  revenues 
2nd  in  general  corporation  taxes 
11th  in  local  property  taxes 

Summarizing  the  results  of  the  comparison  of  the  revenue  systems  of 
the  15  states,  the  rank  of  Pennsylvania  in  the  burdens  placed  on  those 
paying  each  of  the  major  revenues  was  as  follows s 


Revenue  Source 

Per 

Capita 

Income 

Payments 

Percentage 
Of  Total 

Cigarettes 

1st 

2nd 

1st 

General  Corporation  Taxes 

1st 

1st 

2iid 

Alcoholic  Beverages 

1st 

2nd 

2nd 

Inheritance  'Taxes 

2nd 

2nd 

2nd 

Local  Property  Taxes 

11th 

nth 

nth 

The  many  public  services  provided  by  the  Commonwealth  presumably  benefit 
all,  or  at  least  the  great  majority,  of  the  population,  inalrectly  if  not 
directly^  All  who  benefit  from  those  services  should,  therefore,  contribute 
their  just  share  of  the  costa  of  those  services  according  to  their  ability  to 
pay. 
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The  ever  recurring  pressure  for  new  tax  sources  proves  that  the 
Conunonwealth  has  failed  to  develop  a revenue  structure  sufficiently  diver- 
sified and  flexible  to  provide  steadily  increasing  funds  required  to 
finance  the  expanding  General  Fund  budgets. 

The  time  has  come  to  take  Inventory  of  the  present  revenue  resources^ 
appraise  future  revenue  requirements,  and  lay  securely  the  foundations  of  a 
revenue  system  which  will  meet  the  long-range,  as  well  as  the  immediate, 
revenue  requirements  of  the  Commonwealth. 
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CHAPTER  IV 


STATE  TAXES  ON  SELECTED  OBJECTS 


Pennsylvania,  along  with  the  other  states,  obtains  substantial  reve- 
nues from  alcoholic  beverages  and  cigarettes.  Among  the  states  tv/o  types 
of  taxes  are  imposed  upon  alcoholic  beverages.  The  excise,  or  gallonage, 
taxes  represent  one  type;  the  licenses,  the  other.  Sixteen  states,  in- 
cluding Pennsylvania,  maintain  monopolies  of  the  packaged  distribution  at 
retail  of  distilled  spirits  and,  in  some  states,  of  wines  at  prices  fixed 
by  state  boards.  In  some  of  the  liquor  monopoly  states,  as  in  Pennsylvania, 
a liquor  tax  is  also  imposed.  In  those  states  with  general  sales  taxes, 
alcoholic  beverages  are  sometimes  subject  to  that  tax  in  addition  to  the 
special  alcohol  taxes. 

Local  governments  are  permitted  to  tax  alcoholic  beverages  in  some 
states,  but  not  in  Pennsylvania.  Here  the  retail  license  fees  are  collect- 
ed by  the  Commonwealth  and  returned  to  the  local  governments  within  which 
they  originate,  A total  of  $8,191,513  was  collected  from  the  various 
liquor  licenses  and  fees  by  the  Commonwealth  in  the  fiscal  year  1951>  of 

which  $5i778,969  were  returned  to  the  local  communities. 

State  Revenues  from  Alcoholic  Beverages 

Pennsylvania  secures  a major  part  of  the  alcoholic  beverage  revenues 
from  liquor  store  profits.  In  the  fiscal  year  1952  they  contributed 
$43j000,000  to  the  General  Fund  as  compared  \vith  $20,204,347  from  the  10 
per  cent  liquor  tax  and  $22,998,446  from  the  malt  beverage  tax.  The  com- 
bined revenues  from  these  sources  amounted  to  $86,202, 793>  a sum  apparently 
not  equalled  in  any  other  state.  The  General  Fund  revenues  obtained  from 
alcoholic  beverages  in  Pennsylvania  in  the  fiscal  years  1940  through  1952 
are  shown,  by  source,  in  Table  1, 
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TABLE  1 - PENNSYLVANIA  GENERAL  FUND  REVENUES  FROM  ALCOHOLIC  BEVERAGES 
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TABLE  2 - ALCOHOLIC  BEVERAGE  REVENUES 


Fiscal  Year  1951 
(In  millions) 


State 

Excise 

Taxes 

License 

Taxes 

State 

Store 

Profits 

Total 

Per  cent 
of  Total 
Taxes  and 
ProfitsC^-) 

California 

$19.0 

$ 7.9 

$26.9 

> 2.81^ 

Connecticut 

6.3 

3.1 

- 

9.4 

7.58 

Illinois 

25.9 

1.3 

- 

27.2 

6.49 

Indiana 

13.8 

4.7 

- 

18.5 

7.75 

Maryland 

7.0 

.1 

- 

7.1 

4.92 

Massachusetts 

23.4 

.5 

- 

23.9 

8.12 

Michigan 

7.0 

3.8 

$39.5 

50.3 

10.22 

New  Jersey 

18.2 

.6 

- 

18.8 

U.21 

New  York 

52.8 

24.4 

- 

77.2 

7.89 

North  Carolina 

9.5 

.1 

- 

9.6 

3.75 

Ohio 

32.5 

10.8 

50.4 

11.73 

PENNSYLVANIA 

42,1 

8,2(b) 

39.0 

89.3 

16.63 

Virginia 

7.7 

.3 

15.9 

23.9 

13.43 

West  Virginia 

2.4 

.4 

6.0 

8.8 

7.78 

Wisconsin 

13.6 

.1 

•• 

13.7 

5.87 

PER 

CAPITA  REVENUES  FROM  ALCOHOLIC 

BEVERAGES 

California 

$1.72 

$ .72 

$2.44 

Connecticut 

3.09 

1.52 

- 

4.61 

Illinois 

2.94 

.15 

- 

3.09 

Indiana 

3.42 

1.16 

— 

4.58 

Maryland 

2.87 

.04 

- 

2.91 

Massachusetts 

4.95 

.10 

- 

5.05 

Michigan 

1.07 

.58 

6,04 

7.69 

New  Jersey 

3.66 

.12 

- 

3.78 

New  York 

3.51 

1.62 

— 

5.13 

North  Carolina 

2.30 

.02 

— 

2.32 

Ohio 

4.03 

.88 

1.34 

6.25 

PENNSYLVANIA 

3.99 

.78 

3.69 

8.46 

Virginia 

2.27 

.09 

4.70 

7.06 

West  Virginia 

1.20 

.20 

3.01 

4.41 

Wisconsin 

3.91 

.03 

- 

3.94 

Source:  U,  S.  Bureau  of  the  Census,  '•Campendium  of  State  Government 
Finances,  1951.” 

(a)  For  total  taxes  and  profits,  see  Table 

(b)  $5,778,969  returned  to  local  governments. 
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The  alcoholic  beverage  revenues  from  taxes  and  State  Liquor  Store 
profits  in  those  states  monopolizing  the  sale  of  packaged  liquor  are 
shown  for  selected  states  in  the  fiscal  year  1951  in  Table  2.  In  that 
year  the  total  alcoholic  beverage  revenues  of  Pennsylvania  were  greater 
than  those  of  any  of  the  48  states  and  were  also  higher  on  a per  capita 
basis  than  those  of  any  of  the  selected  states.  Pennsylvania  obtained 
$89.3  million  from  alcoholic  beverages,  or  16. 63  per  cent  of  total  state 
taxes  and  liquor  store  profits. 

The  mark-up  of  the  Pennsylvania  liquor  store  system  has  been  48  per 
cent  of  the  cost  for  distilled  spirits  and  43  per  cent  for  wines.  The 
federal  taxes  are  included  in  the  cost.  To  the  prices  thus  determined 
the  10  per  cent  state  emergency  liquor  tax  is  added.  The  liquor  store 
system  is  operated  by  the  Liquor  Control  Board  of  the  Commonwealth. 

The  basic  malt  beverage  excise  tax  rate  is  now  $2.48  for  each  barrel 
of  31  gallons.  This  amounts  to  1 cent  a pint.  The  malt  beverage  tax  is 
collected  by  the  Department  of  Revenue,  which  also  administers  certain 
wine  taxes  at  rates  of  one-hali"  cent  per  unit  of  proof  per  gallon. 

Criticisms  are  heard  f rom  time  to  time  that  liquor  prices  in 
Pennsylvania  are  higher  than  those  in  other  states  because  of  the  mark- 
up policy  and  the  addition  of  the  10  per  cent  emergency  tax  to  the  price. 

The  information  available  to  the  Tax  Study  Committee  indicates  that  the 
retail  prices  in  Pennsylvania  do  not  greatly  exceed  those  in  nearby  states, 
with  the  exception  of  Ohio,  where  a substantial  price  differential  prevails. 
Experience  appears  to  demonstrate,  however,  that  the  Pennsylvania  patronage 
holds  up  in  spite  of  the  somewhat  higher  prices. 
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The  total  and  per  capita  purchases  of  alcoholic  beverages  in 
selected  states  in  1950  and  1951  are  shown  in  Table  3.  In  1951, 
Pennsylvania  purchases  of  distilled  spirits  are  estlnaated  at  10,337,883, 
or  0.98  gallons  per  capita,  according  to  the  Distil]. ed  Spirits  Institute. 
Among  the  states  in  the  group,  only  Indiana,  vdth  0.87  gallons  per  capita, 
had  power  per  capita  purchases.  Delaware  was  the  highest,  with  2.12 
gallong  per  capita.  Purchases  in  New  Jersey  were  1.70  gallons,  in  New 
York  1.60  gallons,  in  Ohio  1.32  gallons,  in  Vvest  Virginia  1.05  gallons, 
and  the  national  average,  1.29  gallons  per  capita. 

In  appraising  the  liquor  tax  situation,  it  is  well  to  keep  in  mind 
that  the  big  tax  on  liquor  is  the  federal.  This  was  raised  in  1951  to 
$10.50  a gallon  as  an  emergency  tax.  Under  the  existing  federal  law,  the 
rate  of  this  tax  will  return  to  $9.00  a gallon  in  1954. 

Because  of  the  great  revenue  needs  of  the  Commonwealth,  it  does  not 
seem  feasible  at  this  time  to  accept  the  loss  of  revenue  which  would 
presumably  arise  from  a reduction  of  the  liquor  mark-up  or  a lowering 
of  the  10  per  cent  emergency  tax.  On  the  other  hand,  there  appears 
to  be  no  compelling  reason  for  increasing  either  the  liquor  mark-up 
or  the  tax.  Every  effort  should  be  made  to  maximize  profits  by 
elinainating  inefficiencies  in  operation,  and  preventing  inventories 
from  becoming  excessive. 

The  relatively  low  wine  mark-up  of  43  per  cent  of  cost  in  recent 
years  has  served  as  a subsidy  to  wine  and  a discrimination  against 
distilled  spirits.  Revenue  needs  as  well  as  considerations  of  equity, 
in  the  opinion  of  the  Tax  Study  Committee,  require  a mark-up 
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Table  3 - Annual  Purchases  of  Alcoholic  Beverages 
Calendar  Years  1950  and  1951 


Total  Purchases 

(In  thousands  of  gallons  for  spirits  and  wines.)  Per  Capita  Purchases 
(In  thousands  of  barrels  for  malt  beverages.)  (In  gallons) 


United  States,  Total 

1950 

1951 

1950 

1951 

California 

Distilled  Spirits 

18,591 

18,772 

1.76 

1.77 

Wine 

21,736 

20,388 

2.05 

1.93 

Malt  Beverages 

5,241 

5,369 

15.30 

15.70 

Illinois 

Distilled  Spirits 

14,702 

U,125 

1.69 

1.62 

Wine 

9,502 

1.09 

0.88 

Malt  Beverages 

6,034 

5,961 

21.50 

21.20 

In'iiana 

Distilled  Spirits 

3,246 

3,403 

0.83 

0.87 

Wine 

2,289 

2,053 

0.58 

0.52 

Malt  Beverages 

2,095 

2,157 

16.50 

17.00 

Maiyland 

Distilled  Spirits 

3,651 

3,837 

1.56 

1.64 

Wine 

2,417 

2,128 

1,03 

0.91 

Malt  Beverages 

1,766 

1,872 

23.40 

24. 80 

Massachusetts 

Distilled  Spirits 

6,845 

6,711 

1.46 

1.43 

Wine 

5,231 

4,160 

1.12 

0.89 

Malt  Beverages 

2,942 

2,805 

19.40 

18.50 

Michigan 

Distilled  Spirits 

7,513 

7,940 

1.18 

1.25 

Wine 

4,684 

4,468 

0.74 

0.70 

Malt  Beverages 

■ 5,071 

5,082 

24.70 

24.70 

New  Jerse7 

Distilled  Spirits 

8,243 

8,215 

1.70 

1.70 

Wine 

7,313 

6,204 

1.51 

1.28 

Malt  Beverages 

3,653 

3,682 

23.40 

23.60 

New  York 

Distilled  Spirits 

24,306 

23,710 

1.64 

1.60 

Wine 

22,588 

20,082 

1.52 

1.35 

Malt  Beverages 

11,064 

10,827 

23.10 

22.60 
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Table  3 ~ Annu6Ll  Purchases  of  Alcoholic  Beverages 


Calendar  Years  1950  and  1951 


Total  Purchases 


(In  thousands  of  gallons  for  spirits  and  wines.)  Per  Capita  Purchases 
(In  thousands  of  barrels  for  malt  beverages.)  (In  gallons) 


United  States,  Total 

1950 

1951 

1950 

1951 

North  Carolina 

Distilled  Spirits 

2,928 

3,393 

0.72 

0.84 

Vine 

871 

1,342 

0.22 

0.33 

Malt  Beverages 

577 

654 

4.40 

5.00 

Ohio 

Distilled  Spirits 

9,824 

10,482 

1.24 

1.32 

Vine 

6,138 

5,728 

0.77 

0.72 

Malt  Beverages 

5,437 

5,511 

21.20 

21.50 

Pennsylvania 

Distilled  Spirits 

9,957 

10,337 

0.95 

0.98 

Vine 

9,969 

9,533 

0.95 

0.91 

Malt  Beverages 

7,693 

7,738 

22. 7D 

22.90 

Vest  Virginia 

Distilled  Spirits 

2,083 

2,112 

1.04 

1.05 

Vine 

1,240 

995 

0.62 

0.50 

Malt  Beverages 

675 

675 

10.40 

10.40 

Visconsin 

Distilled  Spirit^ 

4,371 

4,403 

1.27 

1.28 

Vine 

2,878 

2,67L 

0.84 

0.79 

Malt  Beverages 

3,043 

2,945 

27.50 

26.60 

United  States 

Distilled  Spirits 

190,019 

193,766 

1.26 

1.29 

Vine 

134,952 

121,541 

0.90 

0.79 

Malt  Beverages 

82,536 

82,973 

17.00 

16.80 

Source;  United  States  Brewers  Foundation;  Distilled  Spirits  Institute;  Vine 
Institute  and  various  reports  from  the  selected  states. 
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on  -wines  comparable  with  that  on  distilled  spirits.  The  Committee  is 
advised  by  the  Liquor  Control  Board  that  this  higher  mark-up  would  in- 
crease the  annual  wine  revenues  by  about  $900,000,  to  a total  of 
approximately  $4  million, 

'Vine  purchases  in  Pennsylvania  are  above  the  national  average, 
as  shown  by  the  data  in  Table  3«  In  1951^  pen  capita  wine  purchases 
in  Pennsylvania  were  ,91  gallons,  as  compared  with  a national  average 
of  .79  gallons.  This  compares  with  .72  gallons  in  Ohio,  .50  gallons 
in  'Vest  'Virginia,  and  ,91  gallons  per  capita  in  Maryland,  But  New  York, 
with  1.35  gallons.  New  Jersey,  with  1.28  gallons,  and  Delaware,  with 
1.24  gallons,  had  higher  per  capita  purchases  than  Pennsylvania.  Since 
the  Pennsylvania  wine  revenues  are  obtained  partly  through  the  liquor 
store  profits,  it  is  difficult  to  compare  the  -wine  ’’tax”  in 
Pennsylvania  and  other  states. 

The  Pennsylvania  malt  beverage  tax  of  $2.48  a barrel  of  31 
gallons  is  higher  than  the  similar  taxes  in  Maryland,  New  Jersey, 

New  York,  and  many  other  states,  as  indicated  by  data  in  Tables  4 and  5. 
On  the  other  hand,  it  is  lower  than  "the  taxes  in  20  other  states. 

One  state  has  a tax  of  $13  a barrel.  Two  states  have  taxes  of  $10 
a barrel. 

The  per  capita  purchases  of  malt  beverages  in  Pennsylvania 
are  above  the  annual  average,  as  shown  by  the  data  in  Table  3»  In 
1951 , per  capita  purchases  in  Pennsylvania  were  22.9  gallons  as  compared 
with  a national  average  of  16,80  gallons.  Maryland  and  New  Jersey  per 
capita  purchases  exceeded  those  of  Pennsylvania,  those  in  Delaware, 

New  York,  Ohio,  and  West  Virginia  were  lower.  A 50  per  cent  increase 
to  $3»72  a barrel  would  raise  approximately  $10  million  a year  in 
additional  revenue,  assuming  that  the  demand  for  malt  beverages  would 
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not  greatly  decline.  The  tax  rate  would  then  be  hi^  in  comparison 
with  the  taxes  in  surrounding  states. 

The  license  and  fee  system  produces  revenues  primarily  for 
the  local  governments.  The  charges  prevailing  appear  to  be  low,  A 
study  of  the  alcoholic  beverage  licenses  and  fees,  with  a view  to 
revising  them  upward  for  the  benefit  cf  the  local  governments,  would 
appear  to  be  in  order. 
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Table  4 - Comparison  of  State  Excise  Taxes  on  Malt  Beverages 
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The  Cigarette  Tax 


Another  commodity  which  furnishes  large  revenues  to  the  Common- 
wealth is  cigarettes.  In  recent  jjears  more  and  more  states  have  in- 
troduced cigarette  taxes,  and  now  41  states  and  some  local  governments 
are  in  this  field.  The  state  tax  rates,  >rtiich  have  been  tending  upward, 
range  from  2 to  8 cents  for  a package  of  20  cigarettes.  The  federal  tax 
rate  was  raised  to  8 certs  a package  in  1951  as  an  emergency  revenue. 

The  yield  of  the  Pennsylvania  cigarette  tax  at  a rate  of  4 cents 
a package  was  $44,264,545  in  the  fiscal  year  1952,  The  tax  was  initiated 
here  in  1935.  The  tax  rate  was  increased  from  2 to  4 cents  a package 
by  the  General  Assembly  in  1947* 

" The  cigarette  tax  rates  prevailing  among  the  states  in  1952  are 
shown  in  Table  6,  The  revenues  obtained  in  selected  states  in  recent 
years  are  summarized  in  Table  7.  In  the  fiscal  year  1952,  only  New  York 
secured  more  revenue  from  cigarettes  than  the  Pennsylvania  receipts  of 
$44*3  million.  The  ratio  of  cigarettes  tax  receipts  to  total  state  taxes 
in  Pennsylvania  was  8.19  per  cait.  Only  New  Jersey,  among  the  selected 
states,  procured  relatively  more  of  the  state  tax  revenues  from  this 
source. 

Per  capita  purchases  of  cigarettes  in  Pennsylvania  in  1951  were 
2,144,  exceeding  the  2,040  figure  of  West  Virginia.  But  per  capita 
purchases  in  New  York  were  2,770,  in  Ohio  2,544,  and  in  New  Jersey 
2,684.  Per  capita  purchases  in  Massachusetts,  in  spite  of  the  5 cent 
tax,  were  2,283* 
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STATES  HAVING  CIGARETTE  AND  TOBACCO  TAXES 

MARCH  /952 


Cigarette  Tax  only 29 

Cigarette  and  Tobacco  Taxes  — 12 
No  Cigarette  or  Tobacco  Taxes. . 7 


Table  7 - Tax  Revenues  from  Cigarettes,  Fiscal  Years  1950-1952 


California 

Revenue 

1950 

(In  Thousands) 

Revenue  Revenue 

1951  1952 

Rank  by  State 
As  To  Total 
Revenue 

Percent  of 
Total  ^tate  "-^'a 
Collections 

1952 

- 

- 

- 

Connecticut  ■ 

o 

o 

$7,854 

$8,443 

10 

6.39^ 

Illinois 

23,328 

27,828 

28,919 

3 

6.35 

Indiana 

12,700 

12,980 

13,319 

3 

5.16 

Maryland 

- 

- 

- 

- 

Massachusetts 

25,930 

26,509 

26,743 

' 4 

8.91 

Michigan 

22,598 

23,246 

24,148 

5 

4,93 

New  Jersey 

17,787 

18,410 

19,099 

7 

10.72 

New  York 

56,684 

58,486 

59,769 

1 

5,84 

North  Carolina 

- 

“ 

- 

- 

Ohio 

18,144 

18,951 

19,816 

0 

4.39 

Pennsylvania 

42,759 

43,380 

44,265 

2 

3.19 

Virginia 

- 

- 

~ 

- 

^"liest  Virginia 

2,100 

2,060 

5,748 

11 

4.68 

Wisconsin 

10,200 

10,079 

10,41s 

9 

4.27 

Source;  U.  S.  Bur 

eau  of  the 

Census, 

"State  ^ax 

Oollections ” for 

each  year. 
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There  are  now  9 states,  including  Pennsylvania,  which  tax 
cigarettes  at  a rate  of  4 cents  a package  of  20.  Four  states  levy 
taxes  at  a rate  of  5 cents,  one  state  at  6 cents,  and  one  at  8 cents. 
The  distributors  of  and  dealers  in  cigarettes  are  licensed 
by  the  states  and  usually  pay  a nominal  charge.  In  Pennsylvania  this 
is  $1,00,  As  evidence  of  payment  of  the  tax,  stamps  are  affixed  to 
the  cigarette  package.  Distributors  and  dealers  who  are  certified 
stamp  affixing  agencies  are  allowed  a discount  of  4 per  cent  for 
affixing  the  stamps. 

Among  the  neighboring  states,  only  V/est  Virginia  has  a tax 
rate  of  4 cents  a package.  New  Jersey  and  New  York  have  3 cent  taxes, 
Delaware  and  Ohio  2 cents,  and  Ivlaryland  and  Virginia  have  no  taxes. 

The  experience  of  Massachusetts  and  Florida  with  a 5"Cent 
tax  appears  to  demonstrate  the  greater  revenue  yield  which  may  be 
obtained  with  a higher  tax  rate,  despite  the  competition  from  lo'wer 
taso  areas,  Florida  had  the  highest  net  cigarette  tax  revenue  per 
capita  in  1952,  I'assachusetts  the  next  highest.  Our  net  per  capita 
yield,  wich  a 4-c‘-ent  tax,  was  considerably  lower. 

In  Massachusetts  and  Florida,  the  revenues  from  the  cigarette 
taxes  after  rates  were  increased  tend  to  show  that  the  five-cent  rate 
did  not  act  adversely  in  the  interest  of  additional  revenue,  as  shown 
in  Table  6,  In  this  period  both  population  and  income  payments  were, 
of  course,  increasing. 
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Table  8 - Cigarette  Tax  Rates  and  Revenues 
(Revenue  in  Thousands) 


Rate  Per  Massachusetts  Rate  Per  Florida  Rate  Per  Pennsylvania 


Year 

Package 

Total  Revenue 

Package  Total  Revenue 

Package  Total  Reve] 

1940 

2^ 

* 7,361 

- 

- 

20 

$11,983 

1941 

2^ 

7,939 

- 

- 

20 

12,411 

1942 

2^ 

8,363  . 

- 

— 

20 

13,727 

1943 

2^ 

N.A. 

- 

- 

20 

13,789 

1944 

20 

8,702 

20 

$ 5,923 

20 

14,665 

1945 

20 

7,527 

20 

5,418 

20 

12,322 

1946 

40 

16,913 

40 

10,225 

20 

16,882 

1947 

40 

20,530 

40 

11,436 

20 

20,988 

40 

21,237 

40 

12,327 

40 

37,348 

1949 

40 

21,286 

40 

12,599 

40 

41,128 

1950 

50 

26,182 

50 

15,180 

40 

42,759 

1951 

50 

26,590 

50 

16,653 

40 

43,380 

In  the  past  in  Pennsylvania  when 

the  cigarette 

tax  has 

been  incre; 

the  demand  has  held  up  v/ell  and  the  revenues  have  increased  substantial2y, 


It  is  estimated  that  if  the  Pennsylvania  cigarette  tax  rate  were  advanced 
from  4 to  5 cents  a package,  the  tax  revenues  would  increase  approximately 
$10  million  a year.  However,  such  a rate  increase  would  elevate  the 


Pennsylvania  tax  rate  still  further  above  the  taxes  of  nearby  states,  un- 
less the  legislatures  in  those  states  in  1953  should  increase  their  tax 
rates.  The  problem  of  diminishing  revenue  returns  fraa  higher  tax  rates 
must  always  be  considered. 

It  is  sometimes  proposed  that  other  tobacco  products,  and  particularly 
cigars,  could  be  taxed  in  Pennsylvania  to  raise  sizable  revenues.  Several 
of  the  states  as  well  as  the  federal  government  tax  tobacco  products  other 
than  cigarettes. 
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The  federal  tax  on  cigars  is  graduated  from  $2,50  per  1,000  for 
cigars  retailing  at  not  over  2 l/2  cents  each  up  to  $20  per  1,000  for 
cigars  retailing  at  a price  over  20  cents  each,  in  each  instance  on 
those  cigai's  weighing  over  3 pounds  per  1,000.  lighter  cigars  are  taxed 
at  a rate  of  75  cents  per  1,000, 

The  Tax  Study  Committee  has  not  been  able  to  obtain  data  showing 
the  consumption  of  cigars,  chewing  tobacco,  and  snuff  in  Pennsylvania, 

The  tax  collection  data  in  other  states  are  so  meager  that  it  is  difficult 
to  esiifimate  how  much  revenue  a tax  on  these  products  would  return  in 
Penn^lvania, 

The  federal  cigarette  tax  had  a yield  of  $1,294  million  in  the  fiscal 
year  1951 j the  cigar  tax,  $44*3  million,  of  which  approximately  $20  million 
were  collected  in  Pennsylvania,  and  the  taxes  on  chewing  tobacco  and  snuff, 
$42,1  iidllion,  federal  taxes  are  levied  on  manufacturing  and  importing. 

The  ratio  of  cigar  tax  revenue  to  cigarette  tax  collections  was  only  3*4 
per  cent,  that  of  the  chewing  tobacco  and  snuff  revenue  was  only  3*3  per 
cent  • If  Pennsylvania  were  able  to  do  as  well  with  similar  ta>:es  on  tobacco 
products,  it  would  probably  raise  about  $1,300,000  from  the  cigar  tax  and 
approximtely  the  same  from  the  other  tobacco  taxes  a year.  None  of  the 
neighboring  states  imposes  such  taxes, 

Tne  Realty  Transfer  Tax 

In  1951  the  General  Assembly  enacted  a realty  transfer  tax  at  a rate 
of  1 per  cent.  It  is  estimated  by  the  Budget  Bureau  to  yield  $29  million 
in  the  1953-1955  biennium.  The  Commonwealth  also  permits  local  govern- 
ments to  impose  such  taxes.  On  September  1,  1952  a tot^OL  of  214  local  deed 
transfer  taxes  was  reported.  Of  these,  165  had  been  levied  by  school 
districts.  The  local  tax  rate  may  not  exceed  1 per  cent  for  each  unit 
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imposing  the  tax.  The  total  local  and  state  tax  rates  could  be  as  hi^ 
as  2 per  cent, 

A separate  realty  transfer  tax  is  a rather  unusual  form  of  revenue 
among  the  states.  Some  of  the  states  with  gross  receipts  of  gross  income 
taxes,  however,  apply  those  taxes  to  realty  transfers. 

The  Pennsylvania  state  realty  transfer  tax  does  not  appear  to  have 
had  any  generally  serious  effects  on  real  estate  activity.  The  tax  is 
commonly  divided  between  the  seller  and  the  buyer,  according?  to  reports. 
As  long  as  the  tax  rate  is  moderate  and  the  real  estate  market  is  not 
depressed,  such  a tax  may  be  regarded  as  a suitable  state  revenue. 


IV  - 17 


I 


V 


V 6'.  , 


■■(fc;  V :■•■■; '■■■■'  -. 


. Y--  T' 


/sS'-^t  ■ tfe  • : r • U: J -y  , ■ ■ •; : ./i u.  ^ 


' ' ■ ’’Mr^ 


•K.  » . ' 


IV 


'■p. 


1 


t ! 


I 


) 


; V' 


« 


\ 


' \ 


/ 


/ 


t 


\ 


> 


■ V 


•AV'.  V ^ 

. ■-  4. .. , 


y , 


V.’ 


1 


The  Stock  Transfer  And  Legal  Documents  Taxes 


Pennsylvania  is  one  of  several  states  taxing  the  transfer  of  capital  stock. 
The  tax  rate  is  2 cents  on  each  $100  of  maiket  value,  but  not  exceeding  2 cents 
on  each  $100  of  face  value  or  2 cents  for  each  share  of  no-par  stock.  Tax 
collections  in  the  fiscal  year  1952  were  $193,944. 

New  York,  where  the  great  preponderance  of  stock  transfers  occurs,  levies 
a tax  at  graduated  rates  on  stock  sales,  with  rates  ranging  from  1 cent  on  sales 
for  less  than  $5  a share  up  to  4 cents  on  sales  at  $20  or  more  a ^are.  The 
tax  rate  is  2 cents  a ^are  on  transfers  other  than  by  sale, 

Massachusetts  levies  a tax  at  a rate  of  2 cents  a ^are  on  each  $100  of  face 
value  and  2 cents  a ^are  otherwise, 

Texas  taxes  shares  at  a rate  of  3.3  cents  on  each  $100  of  face  value  and 
3.3  cents  a share  otherwise. 


A federal  tax  of  5 cents  for  each  $100  of  face  or  par  value  or  fraction 
thereof  is  levied.  Otherwise  the  tax  rate  is  5 cents.  If  the  price  per  share 
is  $20  or  more,  the  tax  rate  is  6 cents. 


The  revenues  realized  frcan  these  taxes  in  the  fiscal  year  1951  were  as 
follows : 


Pennsylvania 
New  York 
Massachusetts 
Texas 
Federal 


$ 213,700 
31,183,240 
314,544 
202,249 
28,700,000 


Some  of  the  states,  including  Pennsylvania,  also  tax  legal  documents.  A charg 
of  50  cents  is  imposed  by  the  Commonwealth  for  recording  deeds  and  mortgages  and 
charges  of  25  to  50  cents  for  the  issue  of  certain  official  writs  and  other  legal 
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documents.  At  these  Icvj  rates,  the  revenues  derived  in  the  fiscal  year  1951  were 
$464,000  and  in  the  fiscal  \rear  1952  $443,999.  A doubling  of  the  rates  should 
double  the  revenue. 

The  taxes  on  legal  documents  generally  provide  little  revenue.  Florida, 
however,  raised  $3.2  million  from  various  documentary  taxes  in  the  fiscal  year 
1951  and  Virginia  obtained  $1.9  million  from  a document  registry  tax  at  rates 
higher  than  those  prevailing  in  Pennsylvania. 

In  general,  both  the  stock  transfer  and  documentary  taxes  appear  to  have 
only  limited  revenue  possibilities. 

Summary 

The  tvro  commodities  which  provide  substantial  General  Fund  revenues  in 
Pennsylvania  are  alcoholic  beverages  and  cigarettes.  Alcoholic  beverages 
supplied  the  General  Fund  with  $86.2  million  in  the  fiscal  year  1952,  a sum 
apparently  not  equalled  in  any  other  state. 

The  retail  prices  of  packaged  liquor  in  Pennsylvania  apparently  do  not 
greatly  exceed  those  in  adjoining  states,  except  in  Ohio,  where  materially  lower 
prices  are  found.  The  Pennsylvania  liquor  patronage  holds  up  well,  however,  in 
spite  of  the  somewhat  higher  prices. 

Because  of  the  great  revenue  needs  of  the  Coinnonwealth,  it  does  not  appear 
feasible  at  this  time  to  lower  liquor  prices  ty  reducing  either  the  liquor 
markup  or  the  10  percent  emergency  tax. 

The  low  markup  on  wine  has  had  the  effect  of  subsidizing  wine  consump- 
tion and  discriminating  against  the  purchasing  of  liquor,  A higher  markup 
on  wine,  comparable  with  that  on  liquor,  would  increase  annual  revenues  by 
approximately  $4.5  million,  according  to  the  Liquor  Control  Board, 
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The  Pennsylvania  malt  beverage  tax  is  now  higher  than  that  in  many  states,  in- 
cluding Maryland,  New  Jersey  and  New  York,  It  is  lower,  however,  than  the  taxes  of 
some  of  the  other  states.  An  increase  in  the  tax  from  $2.48  to  $3.72  a barrel 
would  yield  approximately  $10  million  a year  in  revenue  if  the  demand  for  malt 
beverages  would  not  greatly  decline.  This  would  approximate  the  beer  ta:ces  of 
Ohio  apd  West  Virginia  but  would  increase  the  margin  over  the  lower  taxes  of 
other  states. 

The  cigarette  tax,  another  important  revenue  producer,  furnished  the  General 
Fund  with  over  $44  million  in  the  fiscal  year  1952  at  a rate  of  4 cents  a package. 
The  tax  rates  are  lower  in  the  neighboring  states,  except  in  West  Virginia,  where 
the  rate  is  also  4 cents.  Massachusetts  and  Florida  have  found  taxes  of  5 cents  a 
package  productive  revenues,  and  a few  other  states  have  still  higher  tax  rates. 

The  demand  for  cigarettes  is  such  that  an  increase  in  the  rate  to  5 cents  a 
package  in  Pennsylvania  would  probably  raise  new  annual  revenues  of  $10  million. 
Such  a rate  advance,  however,  would  increase  the  Pennsylvania  tax  differential 
over  the  lower  rates  generally  prevailing  in  nearby  states. 

The  realty  transfer  tax  adopted  in  1951  is  estimated  to  supply  $29  million  in 
the  1953-1955  biennium  at  the  rate  of  1 percent.  A similar  tax  at  a rate  of  1 
percent  is  also  imposed  by  a number  of  local  governments.  Taxes  at  moderate  rates 
do  not  appear  to  affect  real  estate  transfers  materially  when  the  markets  are 
active,  A separate  real  estate  transfer  tax,  however,  is  unusual  among  the 
states. 

The  Pennsylvania  stock  transfer  tax  and  the  legal  documents  tax  supply 
relatively  little  revenue.  Collections  from  these  taxes  were  only  $193,944  and 
$443,999,  respectively  in  the  fiscal  year  1952.  The  tax  rates  on  legal  documents 
are  low,  however,  and  somewhat  more  revenue  could  be  obtained  from  them.  A 
doubling  of  the  tax  rates  should  double  the  revenue. 
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CHAPTER  V 


THE  INHERITANCE  AND  ESTATE  TAXES 

If  Benjamin  Franklin  were  alive  today  and  could  observe  the  combined 
assault  of  the  federal  and  state  taxes  on  the  transfer  of  property  at  death, 
he  would  probably  want  to  reaffirm  his  famous  conclusion,  ”In  this  world 
nothing  is  certain  but  death  and  taxes*"  The  estate  and  inheritance  taxes 
of  the  state  and  federal  governments  are  producers  of  considerable  revenue 
and  at  the  same  time  are  popularly  regarded  as  imposts  consistent  in  principle, 
with  modem  ideas  of  ability  to  pay.  If  property  left  at  death  is  too  heavily 
taxed,  the  desire  to  accumulate  wealth  will  be  weakened  and  much  saving  of 
funds  for  investment  will  be  thwarted.  On  the  other  hand,  moderate  taxation 
will  not  weaken  the  institutions  of  private  property  and  individual  initiative 
and  at  the  same  time  will  make  available  substantial  revenue  for  financing 
governmental  services, 

Pennsylvania  was  the  first  state  to  adopt  an  inheritance  tax.  It  was 
initiated  in  1826  as  a tax  on  inheritances  received  by  collateral  heirs.  In 
time  Pennsylvania  and  other  states  taxed  inheritances  received  by  direct  heirs, 
or  those  of  the  immediate  family,  as  well  as  property  received  by  other  relative 
and  nonrclatives,  or  collateral  heirs.  Now  every  state,  except  Nevada,  taxes 
the  transfer  of  property  at  death.  Three  states,  including  West  Virginia,  tax 
inheritances  only.  Seven  states,  of  which  New  York  is  one,  tax  estates  only 
and  follow  the  federal  basis  of  taxation.  The  remaining  37  states,  including 
Pennsylvania,  combine  an  inheritance  tax  with  an  estate  tax,  the  latter  being 
levied  primarily  as  a means  of  obtaining  a credit  against  the  federal  estate 
tax  for  the  state  treasury. 

The  inheritance  taxes  are  sometimes  called  share  taxes.  They  are  imposed 
upon  the  not  value  of  shares  received  by  beneficiaries  from  an  estate.  The 
estate  taxes,  on  the  other  hand,  are  applied  to  the  net  value  of  the  whole 
estate.  Inheritance  and  estate  taxes  are  frequently  referred  to  as  death  taxes. 
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Features  of  State  Death  Taxes 


The  features  of  the  inheritance  taxes  vary  considerably  from  state  to  state 
They  are  summarized  in  Tables  1 and  2,  A flat  2 percent  rate  inheritance  tax 
is  imposed  by  Pennsylvania  on  the  inheritances  received  by  the  surviving  wife 
or  husband  or  lineal  heirs.  Widows  or  children  are  allowed  an  exemption  of 
1750,  Other  states  commonly  have  larger  exemptions.  On  the  other  hand,  in- 
surance not  part  of  the  estate,  homesteads,  and  Joint  bank  accounts  are  exempt 
from  taxation  in  Pennsylvania  as  they  are  in  a n\imber  of  states. 

Shares  of  estates  received  by  collateral  heirs  are  subject  to  a relatively 
high  flat  rate  tax  of  15  percent  in  Pennsylvania.  No  personal  exemption  is  giver 
to  collateral  heirs. 

The  Pennsylvania  tax  rate  on  direct  heirs  is  higher  than  the  initial  rate 
imposed  by  a number  of  states,  but  since  the  Pennsylvania  tax,  unlike  that  of 
the  states  generally,  is  not  graduated,  the  2 percent  rate  is  lower  than  the 
maximum  rate  on  direct  heirs  in  most  of  the  states.  The  Pennsylvania  tax  is 
therefore  heavier  on  the  smaller  estates  and  shares  of  estates  than  the  taxes 
of  many  other  states,  and  is  lighter  than  many  of  the  taxes  on  the  larger  bequest 
In  its  treatment  of  collateral  heirs,  Pennsylvania,  by  raising  the  tax 
rate  from  10  to  15  percent  in  1951,  now  enforces  a relatively  heavy  tax.  The 
other  states  generally  impose  graduated  rates  on  shares,  after  allowing  personal 
exemptions,  A maximum  rate  of  15  percent  or  more  is  applied  only  to  the  higher 
brackets  of  inheritances. 

Pennsylvania  is  also  less  generous  in  its  exemptions  for  bequests  to 
charitable,  educational,  and  other  nonprofit  institutions  than  many  other  states. 
Exemptions  are  confined  to  property  given  to  municipalities  and  institutions 
for  free  exhibition  to  the  public  in  Pennsylvania  and  to  property  given  to  free 
public  nonsectarian  or  national  libraries  anywhere. 

So  far  as  residents  are  concerned,  the  Pennsylvania  inheritance  and  estate 
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TABLE  1 - STATE  INHERITAITCE  TAX  RATES 


Spouse  and 

State  (c)  Lineal  Heirs 

Rates  (Percent) 

Collateral  Heirs 

Brothers  & Sisters  Other 

1 

Others 

Maximum 
Jlate  Applies 
Above 

California 

2-10^ 

5-15*(g,h) 

6-16^ 

7-16^ 

$ 500,000 

Connecticut  (j) 

2-8 

3-9(g,h) 

6-12 

6-12 

1,000,000 

Illinois 

2-14 

2-14 

6-30 

10-30 

500,000 

Indiana 

1-10 

5-15(g,h) 

7-20 

7-20 

1,500,000 

Maryland 

1-7.5 

7.5 

7.5 

7.5 

(m) 

Massachusetts  (n) 

•i-ii(g) 

4-15 

4-15 

6-15 

1,000,000 

Michigan 

2-8(0 ) 

2-8(g,o) 

10-15 

10-15 

750,000 

New  Jersey 

1-16 

5-16(g) 

8-16 

8-l6(s) 

3,700,000 

North  Carolina 

1-12 

4-16 (h) 

4-17 

8-17 

3,000,000 

Ohio 

1-4 

5-8(g,h) 

7-10 

7-10(p) 

200,000 

PENNSYLVANIA 

2(g) 

15 

15 

(m) 

Virginia 

West  Virginia  (c) 
Wisconsin  (u) 

1- 5 

3-13 

2- 10 

2-10(h) 

4-ie 

2-10(g,h) 

5- 15 

7-25 

6- 40 (v) 

5-15 

7- 30(p) 

8- 40(v) 

1,000,000 

1,000,000 

500,000 

(c)  All  states  except  Idaho,  South  Dakota,  and  West  Virginia,  levy  an  estate  tax 
to  assure  full  absorption  bf  the  80^  federal  credit, 

(g)  Same  rate  applies  to  daughters-in-law  and  sons-in-law, 

(h)  Same  rate  applies  to  nieces  and  nephews, 

(j)  Additional  exemptions  either  for  insuraiKje,  homestead,  Joint  deposits,  suppo 
allowance,  disinherited  minor  children,  orphaned,  incompetent  or  blind 
children,  and/or  previously  or  later  taxed  transfers, 

(m)  Entire  share, 

(n)  Massachusetts  imposes  an  additional  tax  of  20%  of  the  inheritance  tax  and 
a second  additional  tax  of  3^* 

(o)  Transfers  of  real  estate  are  taxable  at  three-fo\irths  of  specified  rates, 

(p)  Same  rate  applies  to  grandparents* 

(q)  Tax  may  not  exceed  35%  of  the  ti*U0  and  full  value  of  the  property  transferre 
in  excess  of  specific  exemptions, 

(s)  Charitable,  benevolent  and  religious  organizations:  exemption  $5,000^  rate 
5%. 

(u)  Wisconsin  imposes  an  additional  tax  of  30%  on  the  tax  otherwise  payable, 

(v)  Subject  to  statutory  limitation  that  total  tax  not  exceed  15^  of  the  propert 
transferred  to  the  beneficiary. 


Source;  Coimnerce  Clearing  House  and  Tax  Foundation, 
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TABLE  2 - STATE  INHERITANCE  EXEMPTIONS' 
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(j)  Additional  exemptions  either  for  insurance,  homestead,  joint  deposits,  support  allowance,  disinherited  minor  children,  orphaned,  incompetent 

or  blind  children,  and/or  previously  or  later  taxed  transfers. 

(k)  No  exemption  if  share  exceeds  the  amount  stated. 

(p)  Same  rate  applies  to  grandparents. 

(u)  Wisconsin  imposes  ain  additional  tax  of  30%  on  the  tax  otherwise  payable.  Source;  Commerce  Clearing  House  and  Tax  Foundatior. 


taxes  are  administered  by  the  County  Registers  of  Wills  and  the  State  Depart- 
ment of  Revenue,  The  value  of  the  taxable  property  is  determined  by  the  State 
Department  of  Revenue,  and  the  tax  is  collected  by  the  Registers  of  Wills. 

Taxes  on  nonresidents  are  administered  by  the  State  Department  of  Revenue. 

The  Tax  Study  Committee  has  not  had  the  time  to  conduct  an  intensive 
study  of  the  administration  of  the  inheritance  and  estate  taxes,  A prelimin- 
ary examination  of  present  administrative  and  compliance  practices  indicates 
that  further  study  would  be  warranted. 

The  Pennsylvania  estate  tax  referred  to  here  is  a supplementary  tax 
which  has  been  levied  to  obtain  for  the  Commonwealth  the  benefit  of  the  cred- 
it allowed  against  the  minor  federal  estate  tax  imposed  by  the  1926  law  for 
the  payment  of  state  death  taxes.  Federal  law  provides  that  this  credit  shall 
not  exceed  80  percent  of  the  tax  imposed  under  the  1926  law.  The  federal  tax 
of  1926  is  applied  on  the  net  values  of  estates  exceeding  ^1000,000  at  rates 
graduated  from  1 to  20  percent,  Pennsylvania,  like  many  other  states,  imposes 
an  estate  tax  of  sufficient  size  to  secure  the  fxall  federal  credit  by  a differ- 
ential tax  which  supplements  the  inheritance  tax. 

The  Death  Taxes  As  Revenues 

The  Pennsylvania  inheritance  and  estate  taxes  have  furnished  important 
revenues  to  the  General  Fund,  varying  with  the  aggregate  value  of  taxable 
property.  In  the  fiscal  year  1952  the  tax  collections  were  $26.1  million, 
or  4.8  percent  of  the  total  state  taxes  and  6,4  percent  of  General  Fund 
revenues.  Tax  receipts  since  1940  are  shown  in  Table  3.  California  and 
New  York  obtained  a little  more  revenue  than  Pennsylvania  in  1952,  but  the 
ratios  of  tax  collections  to  total  state  taxes  were  lower,  being  2,68  and 
2.73  percent  respectively. 
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Table  3 - Pennsylvania  Inheritance  and  Estate  Tax  Collections 

In  Millions 


Percent  Of 


ical  Year 

Collections 

General  Fund 

1940 

$18.6 

9.8^ 

1941 

15.4 

7.9 

1942 

13.3 

6.1 

1943 

13.4 

5.8 

1944 

16.6 

7.3 

1945 

18.4 

8.2 

1946 

19.6 

9.8 

1947 

19.2 

8.3 

1948 

22.9 

7.4 

1949 

23.9 

7.1 

1950 

20.5 

6.2 

1951 

26.1 

7.3 

1952 

26.1 

6.4 

Source : 

State  Bureau  of  The  Budget 
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The  potential  revenues  from  state  death  taxes  through  increased 
rates  are  rather  limited.  More  revenue  can  be  raised  with  higher  rates 
if  the  tax  does  not  drive  property  owners  with  estates  out  of  the  state, 
induce  those  with  wealth  to  dispose  of  it  by  gift  and  avoid  death  taxes, 
or  seriously  weaken  their  incentives  to  accumulate  wealth  to  be  passed 
on  to  their  heirs  at  death.  In  some  respects,  the  Pennsylvania  taxes  are 
already  higher  than  those  of  many  other  states.  There  is  not  much  of  a 
prospect,  therefore,  of  increasing  tax  revenues  substantially  by  stepping 
up  the  tax  rates.  If  insurance,  homesteads,  and  joint  bank  accounts  were 
taxable  on  one-half  of  their  value  when  left  to  the  surviving  spouse,  this 
would  increase  revenues.  On  the  other  hand,  such  a change  would  increase 
the  weight  of  the  Pennsylvania  taxes  on  the  smaller  estates  as  well  as  the 
larger,  would  tax  many  estates  which  are  now  free  of  tax,  and  would  remove 
a feature  of  taxation  which  certain  other  states  permit. 

The  Taxation  Of  Gifts 

Some  revenue  could  be  raised  in  Pennsylvania  by  the  inauguration  of  a 
separate  and  distinct  gift  tax.  While  gifts  made  within  one  year  of  death 
are  deemed  to  be  made  in  contemplation  of  death  and  are  taxable  in  Penn- 
sylvania, gifts  made  before  that  period  are  not  taxable.  Twelve  states  now 
tax  gifts  directly,  usually  in  a manner  rather  similar  to  their  taxation  of 
property  transferred  at  death.  Among  these  are  California,  North  Carolina, 
Virginia,  and  Wisconsin  in  the  group  of  15  selected  states  whose  tax  systems 
are  compared  in  this  study. 

The  gift  taxes  apply  to  gifts  made  before  death,  at  which  time  the  trans- 
fer of  property  is  taxed  with  inheritance  and  estate  taxes.  The  states  some- 
times tax  gifts  at  the  same  rates  as  property  transferred  at  death,  and  some- 
times at  lower  rates.  The  exemptions  may  be  the  same  as  for  the  death  taxes 
or  more  generous. 
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California  obtained  nearly  $2.0  million  from  a gift  tax  in  the  fiscal 
year  1951  with  the  same  rates  and  exemptions  as  the  inheritance  tax.  The 
latter  with  a supplementary  estate  tax,  had  a yield  of  $20.4  million.  North 
Carolina  secured  $559>308  from  a gift  taix  as  compared  with  collections  of  $2.7 
million  from  the  inheritance  and  estate  tax.  The  rates  and  exemptions  of  the 
gift  and  inheritance  taxes  were  uhe  same.  The  Virginia  gift  tax  collections 
are  not  separately  reported.  Wisconsin,  with  rates  and  exemptions  similar  to 
those  of  the  inheritance  tax  raised  $889,454  from  the  gift  tax  and  $5.5  million 
from  the  combined  inheritance  and  estate  taxes.  It  would  appear  that  Pennsyl- 
vania would  raise  approximately  $1.5  million  annually  from  a gift  tax  with 
features  similar  to  those  of  the  inheritance  tax. 

Increased  Revenue  From  Federal  Tax  Credit 

The  richest  potential  source  of  increased  revenue  from  the  death  and  gift 
taxes  for  Pennsylvania  and  the  other  states  is  a more  generous  credit  against 
the  federal  estate  tax  for  the  payment  of  state  death  taxes  and  a similar 
credit  against  the  federal  gift  tax  for  the  payment  of  state  gift  taxes.  Such 
a reform  must  await  Congressional  approval  and  at  the  present  time  is  not 
immediately  in  sight.  A National  Tax  Commission  is  to  be  appointed  by  the 
federal  and  state  governments,  however,  to  study  the  possibilities  of  better 
coordinating  federal  and  state  taxes,  and  this  commission  will  presumably 
study  the  possibilities  of  increasing  the  state  share  of  death  and  gift  tax 
collections.  A more  generous  credit  has  frequently  been  suggested  in  recent 
years  by  the  Governors'  Conference,  the  Council  of  State  Government,  Treas- 
ury studies,  committees  of  the  American  Bar  Association,  National  Tax  Asso- 
ciation, Federation  of  Tax  Administrators,  and  representatives  of  various 
other  groups . 

The  federal  estate  tax  was  introduced  in  1916  as  a means  of  raising 
additional  revenues  for  national  defense.  Previously  the  federal  government 
had  occasionally  taxed  transfers  of  property  at  death  to  raise  emergency 
revenues.  But  by  1916  there  were  42  states  taxing  inheritances  and  one  state 
taxing  estates.  At  this  time  it  was  thought  that  after  the  passing  of  the 
war  emergency  the  federal  tax  would  expire  and  the  death  tax  field  would  be 
left  again  to  the  states. 
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The  federal  estate  tax  was  not  abandoned,  however,  in  spite  of  efforts 
on  the  part  of  mariy  persons  to  have  the  tax  repealed.  As  a result  of  the 
criticism,  in  1924  a credit  of  25  percent  was  allowed  against  the  federal 
estate  tax  for  the  payment  of  equivalent  state  taxes  on  an  estate.  The 
credit  was  increased  to  80  percent  in  1926  as  a further  concession  to  the 
revenue  needs  of  the  states.  Some  persons  also  felt  that  if  the  federal 
tax  were  completely  withdrawn  some  of  the  states  would  not  tax  property 
transferred  at  death  or  would  tax  it  at  imich  lower  rates  than  other  states 
as  an  inducement  to  secure  wealthy  persons  as  residents. 

Vflien  the  depression  forced  a sharp  drop  in  federal  revenues  in  the 
1930 ’s,  new  revenues  were  sought  in  a number  of  tax  increases.  The  federal 
law  of  1932  imposed  an  additional  estate  tax  ag€iinst  vriiich  no  credit  was 
allowed  for  the  payment  of  state  taxes.  The  supplementary  tax  is  much 
heavier  than  the  1926  tax,  imposing  rates  rising  from  3 to  77  percent  on 
the  values  of  estates  exceeding  $60,000,  The  combined  burden  of  this  tax 
and  the  tax  of  1926  on  estates  is  indicated  in  Table  4* 

The  states  have  secured  the  revenue  benefit  of  the  federal  credit  by 
increasing  their  death  taxes  sufficiently  to  obtain  it.  The  revenues  they 
thus  enjoy  would  otherwise  go  into  the  federal  treasury.  If  the  states 
do  not  take  advantage  of  the  credit,  estates  must  pay  the  full  federal  tax. 
The  present  estate  tax  credit  arrangement  is  unfair  to  the  states. 

Their  laws  govern  the  transfer  of  property  at  death,  they  developed  inherit- 
ance taxation  before  the  federal  estate  tax  was  inaugurated  in  1916,  and 
their  revenue  sources  are  more  limited  than  the  federal.  If  a federal  tax 
is  needed  to  assiire  the  taxation  of  property  at  death  at  comparable  rates 
ty  the  states,  a substantial  credit  against  the  federal  tax  or  even  a 100 
percent  credit  could  be  given  to  the  states  and  the  advantage  of  federal 
taxation  in  inducing  the  states  to  maintain  death  taxes  could  be  gained. 


TABLE  4 - FEDERAL  ESTATE  TAX  BURDEN' 


(a) 


Net  Estate 

Single 

Person 

Married  Person^ 

(Before  Specific 

Amount  Effective  Rate 

Amount 

Effective  Rate 

Exemption) 

of  Tax 

(Percent) 

of  Tax 

(Percent) 

$ 50,000 

100,000 

$ 4,800 

4*8 

150,000 

17,500 

:ll.7 

$ 1,050 

.7 

200,000 

31,500 

15,8 

4,800 

2.4 

250,000 

45,300 

18.1 

10,700 

4.3 

300,000 

59,100 

19.7 

17,500 

5.8 

400,000 

87,700 

2.1.9 

31,500 

7.9 

500,000 

116,500 

23.3 

45,300 

9.1 

750,000 

191,800 

25.6 

80,500 

10.7 

1,000,000 

270,300 

27.0 

116,500 

11.7 

2,000,000 

626,600 

31.3 

270,300 

13.5 

5,000,000 

2,038,800 

40.8 

830,000 

16.6 

7,500,000 

3,454,200 

46.1 

1,400,900 

18.7 

10,000,000 

4,975,000 

49.8 

2,038,800 

20,4 

(a)  Amounts  and  effective  rates  shovfn  are  after  allowance  for  the 
maximum  credit  for  state  death  taxes, 

(b)  Assumes  full  use  of  marital  deductions. 

Source;  IVeasuiy  Department, 
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It  is  only  fair  that  the  states  should  be  allowed  the  revenue  benefit  of  a 
credit  of  at  least  50  percent  against  the  entire  federal  estate  tax  for  the 
payment  of  a similar  state  tax,  A 50  percent  credit  would  bring  to  Pennsylvania 
additional  annual  revenues  from  estate  taxation  of  approximately  $30  million,  at 
the  present  federal  tax  rates,  without  increasing  the  total  taxes  on  estates, 
provided  that  suitable  state  legislation  were  enacted. 

It  is  also  only  fair  that  the  states  should  be  granted  the  revenue  ad- 
vantage of  a similar  credit  against  the  federal  gift  tax  for  the  payment  of  a 
state  gift  tax.  At  the  present  level  of  federal  gift  tax  rates,  which  are 
three-fourths  the  estate  tax  rates,  Pennsylvania  would  obtain  approximately  $3 
million  a year  from  a 50  percent  credit,  provided  the  Commonwealth  adopted 
appropriate  legislation, 

^ Summary 

The  Pennsylvania  inheritance  and  estate  taxes  together  constitute  one  of 
the  more  important  state  tax  revenues  with  a recent  annual  yield  of  $26,1  millior: 

The  Pennsylvania  inheritance  tax  on  property  going  to  direct  heirs  is  rela- 
tively heavy  on  the  smaller  bequests  and  relatively  moderate  on  the  larger  in- 
heritances, The  flat  2 percent  rate  is  higher  than  the  initial  rate  in  a number 
of  states  but  is  also  lower  than  the  common  maximum  rates  of  the  graduated  taxes 
of  other  states. 

In  the  taxation  of  bequests,  Pennsylvainia,  contrary  to  the  common  practice 
of  other  states,  allows  no  exemptions. 

The  inheritance  tax  on  collateral  heirs  at  a flat  rate  of  15  percent  in 
Pennsylvania,  without  exemptions,  is  an  unusually  heavy  tax, 

I 

While  Pennsylvania  taxes  gifts  in  contemplation  of  death,  other  gifts  are 
not  taxed.  If  gifts  were  taxed  in  a manner  similar  to  inheritances,  annual 
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revenues  of  approximately  $1  million  could  be  raised, 

A substantial  amount  of  additional  state  revenue,  estimated  at  $30 
million  annually,  could  be  procured  if  a minimum  credit  of  50  percent  were 
allowed  by  Congress  againsu  the  entire  federal  estate  tax  for  the  payment 
of  state  death  taxes, 

A further  $3  million  a year  could  be  obtained  if  a similar  credit  of 
50  percent  against  the  federal  gift  tax  were  granted  by  Congress  for  the  pay- 
ment of  a state  gift  tax. 
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CHAPTER  VI 


THE  STATE  CORPORATION  TAXES 


The  corporate  form  of  business  organization  is  subject  to  taxes  in 
Pennsylvania  and  in  other  states « Substantial  revenues  are  raised  in  this  manner 
with  relative  ease.  Because  the  corporate  form  of  business  organization  offers 
particular  advantages  in  business,  it  is  sometimes  said  that  corporations  should 
pay  special  taxes*  But  the  proprietorship,  the  partnership,  and  other  forms  of 
business  organization  also  possess  peculiar  advantages,  and  a logical  application 
of  the  special  benefit  theory  would  call  for  noncorporate,  as  well  as  corporate, 
business  taxes* 

Those  who  engage  in  business  undoubtedly  draw  benefits  from  governmental 
services,  although  the  benefits  are  frequently  indirect,  such  as  those  from  public 
education*  Those  who  engage  in  business  also  presumably  have  some  ability  to  pay 
taxes*  The  corporate  taxes  are  levied  impersonally,  however,  without  regard  for  th^ 
particular  benefits  each  person  may  obtain  from  government  and  his  personal  ability 
to  pay  taxes*  This  suggests  that  corporate  and  other  business  taxes  are  frequently 
the  products  of  expediency  which  are  exploited  because  they  readily  yield  large 
revenues* 

Corporate  taxes  may  remain  substantially  with  the  owners  of  the  taxed 
firms,  they  may  be  passed  on  to  some  extent  to  purchasers  as  increased  costs,  or 
they  may  be  reflected  in  lower  wage  and  salary  payments* 

There  is  a popular  notion  that  the  corporate  taxes  remain  with  the  stock 
holders,  and  that  it  is  fair  to  tax  the  stockholders  because  they  invest  their  fund 
for  profits  or  income.  This  point  of  view  overlooks  the  fact  that  the  bondholders 
and  other  creditors  also  invest  their  funds  in  the  business  to  obtain  an  income,  as 
do  the  owners  of  property  leased  by  the  corporation  who  are  paid  rentals  or  royalti 
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It  also  ignores  the  fact  that  the  employes  of  a corporation  and  those  who  supply 
materials  and  services  to  it  secure  an  income  or  payments  from  the  corporation.  In 
that  sense,  all  of  those  involved  in  the  productive  activity  of  the  corporation  as 
income  recipients  obtain  benefits  from  it.  The  benefit  theory  of  taxation  would,  if 
rationally  applied,  require  their  taxation  as  well  as  that  of  the  stockholders. 
Finally,  the  consumers  who  purchase  desired  commodities  from  corporate  producers  aid 
distributors  also  benefit  from  corporate  activity  and  from  the  governmental  services 
supplied  to  corporations.  A thoughtful  examination  of  the  benefit  theory  of  corpora 
taxation  reveals  that  it  is  more  commonly  an  excuse,  rather  than  a reason,  for  such 
taxation. 

The  benefit  theory  is  much  overworked  in  corporate  taxation.  There  is  a 
common  failure  to  face  the  fact  that  a tax  collected  from  corporations  is  a tax  ' 
collected  impersonally  from  individuals,  in  the  ultimate  sense,  without  regard  for 
their  wealth,  their  incomes,  or  their  economic  responsibilities.  In  no  sense  can 
the  corporate  taxes  be  accepted  as  taxes  levied  according  to  individual  ability  to 
pay. 

To  the  extent  that  corporate  taxes  remain  with  the  stockholders  they  are 
widely  distributed  over  the  different  income  groups  constituting  the  American  popu- 
lation, As  shown  by  a study  by  Dr,  Lewis  H.  Kimmel,  and  published  by  the  Brookings 
Institution,  Share  Ownership  in  the  United  States,  corporate  share  ownership  is  not 
confined  to  the  wealthy.  This  study  was  published  in  the  summer  of  1952.  It 
analyzes  the  ownership  of  the  stocks  of  corporations  listed  on  the  stock  exchanges. 
Therefore  it  does  not  deal  with  the  ownership  of  closely  held  family  corporations 
or  of  cooperative  associations. 

The  study  estimates  that  6,490,000  individuals  owned  shares  of  publicly 
owned  corporations  in  1952,  These  individuals  were  members  of  4^750,000  families. 
Over  a million  of  these  families  had  incomes  under  $4>000,  including  200,000 
families  with  incomes  less  than  $2,000,  The  stock  holdings  of  the  lower  income 
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families  were,  of  course,  necessarily  small » Approximately  610,000  families  with  in- 
comes from  |4,000  to  $5,000  owned  shares,  as  did  2,080,000  families  with  incomes  fron 
$5,000  to  $10,000,  and  1,020,000  families  with-incomes  over  $10,000, 

Of  the  6,490,000  stockholders  of  publicly  owned  corporations  in  1952, 
there  were  1,260,000  found  among  skilled,  clerical,  and  other  workers.  The  share 
holders  also  included  300,000  administrative  executives,  620,000  operating  super- 
visory officials,  670,000  professional  persons,  320,000  farmers,  200,000  sales  per- 
sonnel, and  250,000  merchants,  Nonemployed  housewives  represented  2,130,000  share 
owners,  and  nonemployed,  retired,  and  dependent  persons  represented  560,000  share 
owners.  Many  of  the  nonemployed  housewives  were  presumably  widows. 

The  distribution  of  corporate  dividends  among  individuals  according  to 
income  classes  is  shown  in  Table  1 for  the  year  1949,  using  Treasury  income  statis- 
tics.  This  is  the  latest  year  for  which  such  data  are  available.  It  will  be  noted 
that  individuals  with  nontaxable  incomes  and  those  with  adjusted  gross  incomes  below 
$5,000  received  $1,054  million  in  dividends,  or  20,1  percent  of  the  total  of  $5,246 
million.  Those  with  adjusted  gross  incomes  below  $10,000  received  1,786  million, 
or  34«1  percent  of  the  total.  Nearly  half  of  the  total  dividends,  or  $2,589  million 
representing  49,4  percent,  were  received  by  those  with  adjusted  gross  incomes  below 
$20,000. 

Table  l=Dividends  Received  By  Individuals  in  1949 

(in  Thousands) 


Ad.iusted  Gross  Income  Class 

Dividends  Received 

Percent 

Of  Total 

Cumulative 

Percent 

Nontaxable  and  under  $5,000 

$ 1,054,559 

20.1^ 

20.1^ 

$5,000  to  $10,000 

732,158 

14o0 

34.1 

$10,000  to  $15,000 

447,162 

8.5 

42,6 

$15,000  to  $20,000 

354,989 

6.8 

49.4 

$20,000  to  $25,000 

272,469 

5o2 

54.6 

$25,000  to  $50,000 

804,660 

15o3 

69.9 

$50,000  to  $100,000 

671,926 

12.8 

82.7 

Over  $100,000 

908,304 

17.3 

100.0 

All  Classes 

$ 5,246,227' 

100  oO 

Source  - U,  S,  Treasury  Department,  Information  Service 
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Corporate  dividends  are  received  by  many  investors  with  moderate  incomes » 

A uniform  corporate  income  or  capital  stock  tax  which  is  not  shifted  falls  upon  all 
the  stockholders,  rich  and  poor,  without  exemptions,  at  the  same  rate»  The  higher 
the  corporate  income  or  capital  stock  tax  which  is  not  shifted,  the  more  it  conflicts 
with  ability  to  pay  because  the  harder  it  hits  those  with  moderate  incomes  in  order 
to  reach  those  with  higher  incomes. 

It  may  be  argued  that  the  corporation  taxes  are  shifted  to  consumers  in 
increased  prices  for  the  products  of  corporations.  To  the  extent  the  corporate  taxes 
are  passed  on  to  consumers  they  are  the  cruelest  kind  of  a hidden  sales  tax,  in  effec 
They  tax  the  most  necessary  food,  clothing,  shelter,  medicines  and  other  essentials 
consumed  by  the  masses,  without  any  exemptions  whatsoever  and  with  cumulative  effects 
on  the  costs  of  production  and  distribution  and  prices.  They  also  tax  the  barest 
necessities  at  the  same  rates  as  they  tax  the  least  essential  luxuries.  This  horn 
of  the  tax  dilemma  is  as  bad,  if  not  worse,  than  the  other. 

There  is  a third  possibility  which  is  equally  bad.  That  is  that  some  of 
the  corporate  taxes,  by  retarding  investment  and  production  also  retard  employment 
and  lessen  the  sums  available  for  wages  and  salaries.  Or  if  the  taxes  are  shifted 
to  consumers  and  restrict  their  purchasing  by  raising  prices,  they  also  have  reper- 
cussions  on  output  and  employment, 

THE  CORPORATION  BONUS  CHARGES 

Before  appraising  the  major  Pennsylvania  corporation  taxes  on  net  income 
and  capital  stock,  two  taxes  of  small  revenue  importance  may  be  noted.  The  one  is 
the  corporation  bonus  charge  and  the  other  is  a tax  on  corporate  loans  collected 
from  corporations. 

The  bonus  charge  is  levied  against  corporations  on  their  authorized  capita 
stock,  including  increases  in  the  original  amount  authorized.  It  is  imposed  at  a 
rate  of  one-fifth  percent  on  domestic  corporations  for  the  privilege  of 
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engaging  in  business  and  employing  capital  in  the  Commonwealth , Foreign  corporation, 
pay  the  tax  only  on  the  capital  which  is  invested  in  tangible  property  wholly  employ, 
in  Pennsylvania. 

These  charges  are  paid  only  once,  not  annually.  The  corporate  bonus  on 
domestic  corporations  amounted  to  $1,156,737  in  the  fiscal  year  1952,  that  on  foreig; 
corporations  to  $1,597,730,  a total  of  $2,754,467. 

The  bonus  charges  have  been  criticized  for  adding  to  the  burdens  of  the 
capital  stock,  franchise  and  net  income  taxes.  They  are  also  said  to  be  too  high, 
exceeding  the  administrative  costs.  The  courts  have  held  that  the  bonus  charges  are 
payment  for  privileges  rather  than  a tax  and  that  they  are  not  deductible  for  federa 
income  and  profits  tax  purposes.  If  they  are  retained,  the  language  of  the  statute 
should  be  modified  so  as  to  render  the  bonus  charges  a license  fee  or  tax  which  woul 
be  deductible  in  computing  net  income  subject  to  federal  taxation.  To  avoid  dis-. 
couraging  new  corporations  from  being  organized  in  Pennsylvania  and  entering  it  to 
engage  in  business,  consideration  should  be  given  to  reducing  the  bonus  charges,  if 
they  are  continued,  so  that  they  would  be  sufficient  only  to  meet  the  expenses  of 
administration, 

THE  CORPORATE  LOANS  TAX 

A tax  at  a rate  of  four  mills  is  imposed  on  interest-bearing  evidences  of 
indebtedness  issued  by  private  corporations  doing  business  in  Pennsylvania  and  held 
by  individual  residents, or  assumed  by  the  corporations  on  which  interest  is  being 
paid  by  them.  The  tax  is  withheld  from  interest  payments,  unless  the  corporation 
has  agreed  to  absorb  it,  which  is  no  longer  common.  The  corporate  loans  tax  supple- 
ments the  county  personal  property  taxes  on  intangibles  which  are  collected  directly 
from  the  individual  owners.  The  county  taxes  are  not  imposed  on  corporate  loans 
assessed  for  the  state  tax. 

The  state  corporate  loans  tax  is  levied  on  the  amount  of  the  loan,  not  its 
actual  value.  The  revenues  from  the  tax  have  been  declining.  Taxes  of  $1,434,797 
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were  collected  from  domestic  corporations  in  the  fiscal  year  1952  and  $139,117  from 
foreign  corporations,  a total  of  $1,573,914* 

The  administrative  and  compliance  costs  for  the  corporate  loans  tax  are 
rather  high.  Since  only  resident  owners  of  loans  are  taxed,  they  must  be  singled  out 
from  the  nonresident  owners » 

If  the  Commonwealth  should  adopt  a personal  income  tax,  the  corporate  loans 
as  well  as  the  county  intangibles  taxes  could  be  swept  away,  and  the  state  revenues 
could  be  shared  with  the  local  governments.  The  states  with  personal  income  taxes 
have  commonly  abandoned  taxes  on  intangibles  as  property  and  tax  their  income  instead. 

The  corporate  loans  taxes  have  frequently  been  criticized  by  the  corpora- 
tions collecting  them  because  of  the  compliance  complications  and  costs  they  create. 
Since  the  revenue  obtained  is  relatively  small,  and  in  view  of  the  compliance  difficul 
ties,  the  taxes  might  be  abandoned  or  turned  over  to  the  counties  for  enforcement 
along  with  the  taxes  on  other  forms  of  personal  property.  The  counties  might  find  it 
feasible  to  collect  the  taxes  directly  from  their  residents  who  have  purchased  corpora 
loans* 

THE  PEMSTLVANIA  CORPORATE  I^T  INCOME  TAX 

The  corporate  net  income  tax  is  the  most  prolific  source  of  state  tax 
revenue.  It  is  estimated  to  yield  $287,000,000  in  the  1951-1953  biennium,  or  one= 
third  of  the  total  General  Fund  revenues.  The  basic  tax  rate  is  now  five  percent, 
but  in  1953  corporations  are  required  to  accelerate  their  payment  of  taxes  on  1953 
income*  The  ratio  of  corporate  tax  payments  in  1953  to  1952  net  income  will  approxi- 
mate 7.5  %i  as  will  later  be  explained.  With  a return  to  a ratio  of  five  percent  of 
net  income  in  1953-1955  by  continuing  the  acceleration  through  the  coming  biennium, 
the  corporate  net  income  tax  collections  will  decline  to  $250,000,000,  or  nearly 
30^  of  the  estimated  General  Fund  revenues. 

The  corporate  net  income  tax  is  supplemented  by  a corporate  property- 
income  tax  adopted  in  1951  to  reach  certain  interstate  net  income  derived  from 
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property  in  Pennsylvania  which  is  not  taxed  by  the  net  income  tax®  This  tax  is  esti- 
mated to  have  a yield  of  $500,000  in  1951“1953  and  in  1953-1955,  in  addition  to  the 
corporate  net  income  tax  collections » 

The  annual  revenues  obtained  from  the  corporate  net  income  and  capital 
stock  taxes  in  Pennsylvania  in  the  fiscal  years  1940  through  1952  are  shown  in 
Table  2,  3,  and  4®  In  1952  collections  from  the  income  tax  were  $127o7  million,  an 
increase  of  440 oO  percent  over  1940  collections » In  this  period  domestic  capital 
stock  revenues  grew  from  $21 oO  million  to  $40*4  million,  an  increase  of  92,3^0 
Foreign  capital  stock  (franchise)  tax  revenues  rose  from  $6o8  million  to  $17ol 
million,  an  increase  of  150o2^„  Among  the  General  Fund  revenues,  the  nearest 
competitor  of  the  corporate  net  income  tax  in  the  expansion  of  yield  was  the  ciga- 
rette  tax,  which  brought  in  nearly  $12 oO  million  in  1940  and  $44o3  million  in  1952, 
an  increase  of  269  <>4^  as  compared  with  the  corporate  net  income  tax  increase  of 
440e0c 

The  data  reveal  the  corporate  net  income  tax  revenues  increased  from 
12«5^  of  the  General  Fund  revenues  in  1940  to  31»3^  in  1952o  The  combined  domestic 
and  foreign  capital  stock  revenues  declined  in  relation  to  total  General  Fund  revenu 
from  14o7^  in  1940  to  14ol^  in  1952o 

The  data  also  indicate  the  greater  variability  in  the  yield  of  the  corpor 
net  income  tax  than  that  of  the  capital  stock  taxes o Corporate  net  income  tax  reven 
dropped  from  $66 <>2  million  in  1944  to  $42 » 9 million  in  1946,  then  rose  to  $79 (.6  mill 
in  1949^  fell  to  $64o0  million  in  1950,  and  jumped  to  $127o7  million  in  1952o  Capit 
stock  revenues  declined  and  increased  also  but  did  not  fluctuate  to  the  same  extent 
as  the  revenues  from  the  corporate  net  income  taxo 
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TABLE  2-CORPORATE  NET  INCOME  TAX  AND  CAPITAL  STOCK  TAXES 
ANNUAL  REVENUES  FISCAL  YEARS  1940-1952 
(IN  THOUSANDS) 

Corporate  Capital  Stock  Taxes 


Fiscal 

Year 

Net  Income 

Tax 

Total 

Domestic 

Foreign 

1940 

$23,647 

$27,871 

$21,034 

$ 6,837 

19a 

29,697 

29,103 

21,997 

7,106 

1942 

39,919 

34,652 

23,603 

11,049 

1943 

50,702 

36,136 

25,833 

10,303 

1944 

66,317 

34,440 

24,419 

10,021 

1945 

63,181 

33,539 

23,695 

9,844 

1946 

42,940 

31,727 

22,584 

9,143 

1947 

50,661 

31,192 

22,355 

8,837 

1948 

73,424 

38,911 

28,586 

10,325 

1949 

79,570 

48,470 

34,643 

13,827 

1950 

63,968 

50,345 

35,663 

14,682 

1951 

91,178 

53,754 

38,161 

15,593 

1952 

127,684 

57,545 

40,0-1 

17,104 

Source:  State  Bureau  of  the  Budget 
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TABLE  2-CORPORATE  NET  INCOME  TAX  AND  CAPITAL  STOCK  TAXES 
annual  RE7ENUES-FISCAL  19^0-19^2 

PERCENT  INCREASE  OVER  19U0 


Corporate  Capital  Stock  Taxes 


Fiscal 

Year 

Net  Income 

Tax 

Total 

Domestic 

Foreign 

L9U0 

- 

- 

- 

_ 

19U1 

25.6^ 

\x9hr% 

h»6% 

3.9^ 

19h2 

68.8 

2U.3 

12.2 

61.6 

I9I43 

lllt.U 

29.7 

22.8 

50o7 

1910; 

I80.ii 

23.6 

16.1 

I4.6.6 

19U^ 

167.2 

20.3 

12.6 

Uii.o 

19U6 

181.6 

13.8 

7.U 

33o7 

1917 

llU.2 

11.9 

6.3 

29.3 

19U8 

210.5 

39.6 

35.9 

51.0 

I9h9 

236.5 

73.9 

61i.7 

102.2 

1950 

170,5 

80.6 

69.5 

im.7 

1951 

285.6 

92.9 

81.U 

128.1 

1952 

UiiO.O 

106.5 

92.3 

150.2 

Source:  State  Bureau  of  the  Budget 
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Fiscal 

Year 

19U0 

19U1 

19li2 

19U3 

19hk 

19h^ 

19U6 

19U7 

19U8 

19U9 

19^0 

19^1 

1952 

Source  t 


TABLE  U“C0RP0RATE  NET  INCOME  TAX  AND  CAPITAL  STOCK 
ANNUAL  REVENUES-FISCAL  YEARS  19UO=1952 
PERCENT  OF  TOTAL  GENERAL  FUND  REVENUES 


Corporate 

Net  Income 

Tax 

Total 

Capital  Stock  Taxes 

Domestic  Foreign 

12  o5^ 

1U«7^ 

11.1^ 

3 06^ 

15«3 

15»0 

11.3 

3o7 

18.3 

l5o9 

10.8 

5ol 

22.0 

15.7 

11.2 

U.5 

29<»1 

15.1 

10.7 

koh 

28.3 

15.0 

10.6 

U.U 

21.ii 

15.9 

11<.3 

U.6 

21.8 

13  oU 

9o6 

3.8 

23*7 

12.5 

9.2 

3.3 

23^6 

lUoU 

10.3 

U,1 

19.^ 

15  .u 

10.9 

U.5 

25.3 

11I.9 

10.6 

U.3 

31.3 

lli*l 

9.9 

U.2 

State  Bureau  of  the  Budget 
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The  corporate  net  income  tax  is  imposed  upon  the  net  income  of  corporations 
obtained  in  Pennsylvania,  without'  any  deductions  for  the  federal  income  and  profits 
taxes.  The  basis  of  the  tax,  in  general,  is  the  net  income  of  corporations  reported 
for  federal  taxation,  apportioned  to  the  Commonwealth  by  means  of  a statutory  formula 
This  formula,  known  as  the  Massachusetts  formula,  gives  equal  weight  to  three  factors 
They  are  the  ratio  of  tangible  property,  the  ratio  of  pay  rolls,  and  the  ratio  of 
gross  receipts  in  Pennsylvania  to  the  total  tangible  property,  pay  rolls,  and  gross 
receipts  of  the  corporation. 

The  tax  rate  is  uniform  for  all  corporations,  regardless  of  their  size  or 
the  amount  of  their  net  income.  The  uniformity  requirement  of  the  Pennsylvania 
constitution  apparently  precludes  any  exemptions  or  rate  reductions  for  the  smaller 
corporations. 

Corporations  which  experience  losses  from  their  operations  cannot  offset 
their  taxable  income  in  subsequent  years  with  such  losses.  The  Pennsylvania  provisi< 
permitting  a two  year  carry=back  and  a two  year  carry-forward  of  net  operating  losseii 
was  removed  by  the  General  Assembly  in  1947.  The  federal  government,  as  provided  by 
a 1950  tax  revision,  now  permits  a carry-back  of  one  year  of  net  operating  losses 
and  a carry-forward  of  five  years.  Six  states  presently  allow  a carry-over  of  losse 
generally  limiting  it  to  future  years# 

The  purpose  of  the  loss  carry-over  is  the  equalizing  of  income  tax  payment 
over  a period  of  years  among  concerns  with  alternating  profits  and  losses  as  compare 
with  firms  with  more  stable  incomes.  In  this  way  the  same  total  income  tax  is  paid 
on  the  same  total  net  income,  whether  the  income  be  earned  in  one  year  or  several 
years,  provided  the  tax  rate  is  constant.  The  abandonment  of  the  net  operating  loss 
carry-over  in  Pennsylvania  plainly  penalizes  companies  which  suffer  losses  in  their 
competition  with  corporations  which  avoid  them.  It  also  penalizes  industries  which 
are  inclined  to  have  erratic  earnings  records.  Since  the  smaller  corporations  and 
younger  are  most  likely  to  incur  losses,  they  are  most  likely  to  suffer  hardship. 
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STATES  HAVING  CORPORATE  INCOME  TAXES 

JANUARY  /9S2 


Corporate  income  taxes--  32 


I 


It  is  evident  that  a loss  carry-over  is  an  incentive  to  risk-taking,  and  that  the 
absence  of  it  is  a discouragement  to  organize  new  ventures  and  to  expand  existing 
undertakings  because  of  the  tax  disadvantageso 

There  is  some  immediate  revenue  loss  to  a government  from  allowing  a net 
operating  loss  carry-overc  However,  because  the  carry-over,  especially  if  it  be  a 
carry-forward,  is  an  inducement  to  the  birth,  growth,  and  survival  of  corporations, 
it  will  tend  to  increase  corporate  net  income  and  revenues  in  the  long  run. 

One  reason  which  was  advaned  in  Pennsylvania  for  the  abandonment  of  the 
carry-over  was  that  it  introduces  a factor  of  uncertainty  in  revenue  estimating. 

This  is  true.  In  off  years  corporations  would  accumulate  credits  which  would  not 
only  increase  the  difficulties  of  revenue  estimating  but  would  also  reduce  state  tax 
revenues  in  future  years.  Any  losses  in  revenue  could  be  made  up,  however,  by  main- 
taining the  tax  rate  at  an  appropriate  level.  The  encouragement  to  business  should 
increase  long-run  revenues,  as  stated,  and  compensate  for  immediate  revenue  losses. 
The  question  is,  would  the  economy  not  be  strengthened  and  productive  risk-taking  be 
encouraged?  Would  the  corporate  net  income  tax  not  be  more  equitable  if  it  allowed 
a net  operating  loss  carry-over?  Would  the  broad  economic  gains  to  the  Pennsylvania 
community  not  warrant  such  an  improvement  in  the  corporate  tax  structure? 

The  corporate  net  income  tax  was  introduced  in  Pennsylvania  in  1935  as  an 
excise  imposed  upon  the  privilege  of  doing  business  in  the  Commonwealth,  to  be 
measured  by  net  income,  Pennsylvania  is  one  of  32  states  taxing  the  net  income  of 
corporations.  According  to  the  U,  3.  Bureau  of  the  Census,  all  of  the  states  to- 
gether raised  $830,2  million  from  their  taxes  in  the  fiscal  year  1952.  The  $127.8 
million  raised  in  Pennsylvania  was  15.4^  of  the  total  collections  of  the  32  states. 
Only  New  York,  with  its  greater  corporate  activity,  collected  more,  but  corporations 
in  that  state  do  not  pay  both  a tax  on  net  income  and  a tax  on  capital.  Instead, 
corporations  in  New  York  pay  only  the  alteraative  tax  that  is  the  higher. 
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Originally  Pennsylvania  taxed  corporate  net  income  after  federal  income  and 
profits  taxes  had  been  deducted  at  a rate  of  6%,  In  1943  the  tax  base  was  changed 
over  to  net  income  without  allowing  the  federal  income  and  profits  taxes  to  be  de- 
ducted, The  tax  rate,  which  was  7%  at  that  time,  was  then  changed  to  4^  in  recogniti 
of  the  enlargement  of  the  basis  of  taxation.  In  1951  the  tax  rate  was  increased  to  t 
a provision  was  introduced  to  tax  net  income  from  property  in  Pennsylvania  obtained  a 
interstate  commerce  which  would  otherwise  escape  taxation,  and  corporations  were  nota 
fied  that  in  1953  they  would  have  to  pay  part  of  their  tax  on  1953  net  income  in  add a 
tion  to  the  tax  on  1952  net  income. 

The  corporate  net  income  tax  has  been  renewed  every  two  years  since  1935  ar 
will  e3q)ire  in  1953,  along  with  the  acceleration  provision,  unless  it  is  extended. 
Should  the  tax  not  now  be  recognized  for  what  in  fact  it  is,  a continuing  tax?  It 
seems  unrealistic  to  look  upon  a tax  enforced  since  1935  as  a temporary  measure. 

The  Pennsylvania  tax  rate  of  5%  on  net  income  before  federal  Income  and 
excess  profits  taxes  are  deducted  is  a relatively  high  corporate  tax  rate.  The  effec 
of  acceleration  is  to  require  corporations  in  1953  to  make  tax  pa3nnents  equal  to,  or 
approximately  equal  to,  7,5$  of  1952  net  income. 

The  acceleration  provision  may  briefly  be  explained.  By  April  30,  1953, 
corporations  are  to  make  a partial  advance  pa3nnent  of  what  otherwise  would  be  a 1954 
tax  payment  by  either  (a)  paying  a tax  of  2,5$  computed  on  the  basis  of  their  1952 
net  income  or  (b)  paying  10$  of  their  net  income  of  the  first  three  months  of  the 
current  calendar  or  fiscal  year  1953*  The  remainder  of  the  tax  due  on  1953  net  incoi 
is  to  be  paid  in  1954* 

The  purpose  of  this  curious  arrangement,  adopted  in  the  closing  hours  of  t] 
long  1951  session  as  a compromise  measure,  was  to  increase  revenues  substantially  in 
the  1951-1953  biennium  to  meet  mounting  state  expenditures.  The  price  of  this  finan- 
cial legerdemain,  if  acceleration  is  not  repeated  in  succeeding  years,  is  the  enrich- 
ment of  the  1953  revenues  at  the  expense  of  tax  collections  in  1954*  The  Commonweal' 
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gains  nothing  in  total  tax  revenues,  it  merely  garners  in  some  revenues  sooner.  The 
arrangement  has  also  served  to  confuse  many  taxpayers  and  many  of  the  citizens  as  to 
the  taxes  corporations  are  really  paying  in  1953  and  subsequent  years. 

No  other  state  has  apparently  resorted  to  such  a scheme.  Whatever  it  may  b€ 
said  to  do  to  the  actual  tax  rate,  the  effect  is  to  require  corporations  in  1953  to 
pay  not  only  a tax  at  a rate  of  5^  on  their  1952  net  income  but  also  an  additional 
tax. which  amounts  to  2,5^  of  their  1952  net  income  or  10%  of  the  net  income  of  the 
first  three  months  of  the  1953  calendar  or  fiscal  year.  For  practical  purposes,  the 
tax  rate  in  1953  may  be  said  to  be  7,5^,  If  the  acceleration  is  continued  in  1954? 
the  ratio  of  taxes  to  1953  net  income  will  equal  or  approximate  5^,  If  it  is  not 
continued,  corporations  in  1954  will  owe  approximately  2,5^  of  their  1953  net  income, 
depending  on  how  much  of  the  tax  against  1953  net  income  they  advance  in  the  spring 
of  1953 o After  that,  in  1955,  if  the  5%  tax  rate  is  continued,  the  tax  would  be  5% 
of  the  net  income  of  the  preceding  year. 

The  partial  advance  payment  of  taxes  on  1953  income,  like  any  increase  in  ' 
corporate  tax  liabilities,  will  be  most  burdensome  to  corporations  in  need  of  funds 
to  finance  their  current  operations  or  the  moderization  or  expansion  of  their  plants. 

It  will  particularly  burden  those  corporations  which  do  not  have  ready  access  to  the 

* 

credit  and  capital  markets.  These  are,  in  general,  the  smaller  corporations. 

The  corporate  net  income  tax  acceleration  is  an  unhappy  and  thoroughly  con- 
fusing arrangement  which  should  be  discarded  at  the  earliest  opportunity.  The  cor- 
p or at enntt  income  tax  rate  should  be  directly  and  openly  specified  without  resort  to 
stratagems  which  attempt  to  conceal  the  actual  tax  burden. 

Turning  now  to  the  question  of  comparative  corporate  net  income  taxation 
among  the  states,  it  may  be  noted  that  among  the  15  states  with  comparable  economic 
and  financial  problems,  Pennsylvania  is  one  of  seven  which  do  not  allow  federal  in- 
come and  profits  taxes  to  be  deducted. 
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The  tax  rates  now  in  effect  in  these  states  are  listed  belows 


California 

U% 

Connecticut 

3% 

Maryland 

U% 

Massachusetts 

0,165% 

New  York 

5,5% 

North  Carolina 

6% 

Pennsylvania 

income  in  19 

Virginia 

5% 

payments  to  net 


The  determination  of  net  income  varies  somewhat  from  state  to  state ^ hence 
these  tax  rates  will  not  provide  an  entirely  accurate  basis  of  comparison  of  income 
tax  liabilities.  It  is  clear,  however,  that  with  acceleration  the  ratio  of  net  in- 
come tax  liabilities  in  1953  to  1952  Income  in  Pennsylvania  probably  exceeds  that  of 
the  other  leading  states  on  the  basis  of  legislation  in  effect  on  January  1,  1953<> 

In  Pennsylvania,  moreover,  corporations  must  pay  a relatively  heavy  capital  stock  | 
tax  as  well  as  the  corporate  income  taxo 

The  high  Pennsylvania  net  income  tax  is  especially  onerous  for  the  numerous 
small  corporations  engaged  in  business  in  the  state.  If  the  national  proportion,  as 
reported  by  the  U.  S.  Treasury,  prevails  here,  approximately  70^  of  the  corporations 
in  business  in  Pennsylvania  and  paying  a federal  income  tax  are  concerns  with  net 
incomes  under  $25,000,  These  corporations  pay  a.  30%  federal  income  tax,  not  a tax 
of  52^,  10%,  or  Z2%,  which  the  larger  income  corporations  may  pay.  Therefore,  their 
state  tax  liabilities  are  offset  proportionately  less  in  computing  net  income  for 
federal  taxation  that  is  the  case  of  the  larger  corporations. 

The  Department  of  Revenue  of  the  Commonwealth  has  furnished  the  Tax  Study 
Committee  with  data  shov/ing  the  distribution  of  state  income  tax  settlements  of 
domestic  and  foreign  corporations  in  1952,  classified  by  size  of  tax  payment.  Of  the 
25,305  corporations  included  in  the  tabulation, ,36.7^,  including  8,092  domestic  and 
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1224  foreign  corporations,  had  no  taxable  net  incomeo  This  left  15,989  taxable  cor- 
porations, Of  these,  3,529,  or  22,07^,  owed  a tax  of  less  than  $100,  and  10,653  or 
66,63^  owed  a tax  of  less  than  $1,000,  as  indicated  in  Tables  5,  6,  and  7,  The  data 
no  not  reveal  the  total  net  income  of  corporations,  but  they  do  show  the  great  pre- 
ponderance of  small  income  tax  payments  in  Pennsylvania.  Assuming  that  70^  of  the 
taxable  corporations  had  net  incomes  under  $25,000,  there  were  11,192  corporations 
in  this  group,  (The  United  States  Treasury  has  estimated  that  10%  of  all  income 
corporations  have  net  incomes  under  $25,000). 

If  the  distribution  of  the  41,000  corporations  which  annually  file  tax  re- 
ports in  Pennsylvania  with  the  Department  of  Revenue  followed  the  pattern  of  the 
25,305  corporations  included  in  the  tabulation,  then  36.7^,  or  15,047,  had  no  net 
income  in  1951  and  25,953  had  net  incomes.  Assuming  that  70^  of  the  corporations 
reporting  net  income  for  1951  were  concerns  with  net  incomes  less  than  $25,000, 
there  were  18,167  in  this  category.  It  is  well  to  keep  in  mind  the  fact  that  the 
great  majority  of  corporations  paying  taxes  in  Pennsylvania  are  small  businesses  and 
that  if  they  are  to  survive  and  flourish,  the  tax  climate  must  not  be  unfavorable 
to  them. 
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The  deductibility  of  the  corporate  net  income  tax  in  computing  federal 
income  and  profits  taxes  does  not  entirely  remove  the  burden  of  the  state  taxo 
The  federal  tax  rates  are  so  high  that^  in  combination  with  the  state  tax  rate, 
an  overall  effective  tax  rate  of  a relatively  high  level  is  attained.  Sometimes 
the  income  remaining  after  the  payment  of  taxes  is  less  than  the  taxes  paido 
The  consequence  of  the  high  taxes  is  that  the  funds  available  for  reinvestment 
and  for  the  payment  of  dividends  are  substantially  reducedo  As  the  taxes 
increase,  the  point  is  inevitably  reached  where  corporate  growth  is  discouraged. 
Since  the  corporate  earnings  paid  out  in  dividends  are  taxed  first  as  corporate 
income  and  later  as  individual  income  with  the  high  rate  federal  individual  income 
tax,  the  heavier  the  corporate  income  tax  is,  the  greater  is  the  tax 
discrimination  against  the  income  secured  in  dividends  from  equity  capital. 

The  greater  is  the  penalty  also  on  corporate,  as  compared  with  noncorporate, 
enterprise. 

The  relatively  high  ratio  of  corporate  net  income  tax  payments  to  net  income 
in  Pennsylvania  and  the  still  higher  federal  income  and  profits  taxes  have  been 
cited  here  because  of  their  combined  burdens  on  productive  enterprise,  employment, 
and  income.  It  has  been  pointed  out  that  when  the  corporate  net  income  tax  is 
shifted  to  consumers  it  presses  harshly  upon  them  as  a high  rate  general  sales 
tax,  in  effect,  which  has  no  exemptions  for  food,  clothing,  or  other  necessities. 
Any  further  increases  in  the  corporate  net  income  tax  will  therefore  add  to  the 
prices  of  the  necessities  of  life  as  they  are  passed  on  the  consumers.  To  the 
burdens  and  inequalities  of  the  corporate  net  income  tax  are  added  those  of 
another  relatively  high  corporate  tax  in  Pennsylvania,  the  capital  stock  tax. 

This  tax  may  now  be  considered. 

The  Capital  Stock  And  Franchise  Taxes 

The  five  mill  capital  stock  tax,  which  has  evolved  out  of  a state  tax 
impossed  in  1844s  is  imposed  upon  domestic  corporations,  joint  stock  companies, 
and  limited  partnerships.  Exempt  from  the  tax  are  banks,  savings  institutions. 
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building  and  loan  associations,  title  insurance  and  trust  companies,  cooperative 
associations,  and  or  non  - Pennsylvania,  corporations,  except  distilling 
companies o Corporate  stocks  already  taxed  by  the  capital  stock  tax  and  those 
issued  by  exempt  corporations  are  exempts  A counterpart  of  the  capital  stock 
tax  is  the  five  mill  franchise  tax  levied  on  the  capital  stock  of  foreign 
corporations  chartered  in  other  states o 

Manufacturing  capital  is  no  longer  exempt  from  the  capital  stock  tax,, 

The  exemption  of  manufacturing  capital,  except  that  invested  in  the  manufacture 
of  distilled  spirits  and  gas,  was  introduced  in  1885  as  an  encouragement  to  the 
growth  of  industry  in  Pennsylvaniao  This  exemption,  with  certain  changes, 
prevailed  until  1947,  when  it  was  temporarily  withdrawn  in  the  search  for  new 
revenues o The  restoration  of  the  exemption  of  manufacturing  capital  has 
subsequently  been  postponed  by  successive  sessions  of  the  General  Assemblyo 

The  capital  stock  tax,  and  the  franchise  tax  which  will  subsequently  be 
described,  are  annual  state  taxes o They  rest  upon  values  determined  by  a 
valuation  process o These  values,  in  the  final  analysis,  are  a matter  of  judgment 
over  which  there  may  be  disagreement  between  the  tax  officials  and  the  taxpayers. 

The  state  law  does  not  specify  just  how  the  valuation  is  to  be  established.  It 
merely  declares  that  certain  factors  shall  be  consideredo  These  are  the  values 
indicated  by  the  price  at  which  the  corporate  stock  sells  during  the  year,  by 
the  value  which  is  reflected  in  the  net  incane,  dividends  paid  out,  and  profits 
retained  for  reinvestment,  and  by  the  intrinsic  value  of  the  tangible  property 
and  other  assets,  including  goodwill,  franchises,  and  privileges,  after  allowing 
for  indebtednesso  Other  relevant  factors,  including  salaries,  may  also  be  considere< 
It  is  evident  that  the  valuation  of  capital  stock  is  an  exceedingly  complicated 
process,  even  more  difficult  than  that  involved  in  the  valuation  of  real  estate 
for  local  property  taxes o Experts  may  well  disagree  over  the  fair  value  of 
capital  stock,  as  they  frequently  do  over  the  value  of  real  estateo 

The  capital  stock  tax  is  imposed  upon  the  value  of  assets  located  within 
Pennsylvaniao  This  necessitates  an  allocation  of  the  appropriate  part  of  the 
total  value  of  the  assets  to  Pennsylvaniao 
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Before  commenting  further  upon  the  problans  encoxmtered  in  the  valuation 
of  capital  stock  it  will  be  helpful  to  note  the  nature  of  the  franchise  tax  on 

I 

foreign  corporations  vdiich  is  imposed  upon  the  privilege  to  carry  on  business 
in  Pennsylvania  as  a corporation*,  The  value  of  the  privilege  is  measured  by 
the  value  of  that  part  of  the  total  capital  stock  \diich  is  allocated  to 
Pennsylvania o The  value  of  the  capital  stock  of  a corporation  is  determined 
with  regard  to  the  same  factors  considered  in  valuing  the  stock  of  domestic 
corporations o It  therefore  is  the  outcome  of  an  inherently  canplicated 
valuation  process® 

The  allocation  of  the  capital  stock  of  a foreign  corporation  to  Pennsylvania 
is  determined  in  a manner  different  from  that  followed  with  dcxnestic  corporations® 
This  gives  rise  to  differences  in  the  tax  costs  of  dcmestic  and  foreign 
corporations®  Some  corporations  are  now  complaining  that  foreign  corporations 
have  a tax  advantage  over  domestic  corporations  because  of  the  different 
allocation  method  and  are  apparently  considering  the  abandonment  of  their 
Pennsylvania  charter  in  favor  of  a foreign  charter® 

The  allocation  formula  for  foreign  corporations  gives  equal  weight  to 
three  factors®  These  are  the  ratios  of  tangible  property,  pay  rolls,  and  gross 
receipts  in  Pennsylvania  to  the  total  tangible  property,  pay  rolls,  and  gross 
receipts  respectively  of  the  corporation®  Where  the  proportions  of  pay  rolls 
and  gross  receipts  allocated  to  other  states  exceed  the  proportion  of  trangible 
property  found  in  Pennsylvania,  a corporation  will  obtain  a tax  saving  in 
incorporating  as  a foreign  corporation  because  as  a dcmestic  corporation  its 
stock  is  allocated  to  Pennsylvania  solely  on  the  basis  of  the  property  factor. 

Danestic  corporations  should  certainly  have  the  same  tax  advantages  as 
foreign  corporations®  Allowing  domestic  corporations,  at  their  option  to 
utilize  the  same  allocation  formula  as  foreign  corporations  would  presumably 
entail  some  loss  of  revenue®  The  equal  treatment  of  dcmestic  and  foreign 
corporations  should  be  attained  by  the  best  method  available® 
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Criticisms  of  the  Valuation  of  Capital  Stock 


The  Pennsylvania  capital  stock  on  domestic  and  foreign  corporations  has 
had  a long  history.  It  is  the  outgrovrth  of  an  annual  capital  stock  tax  which 
was  introduced  in  1844  as  a successor  to  a tax  of  1840  which  was  levied  on 
dividend  paying  stores.  The  old  general  property  tax,  which  was  introduced 
into  America  in  colonial  times,  was  theoretically  a tax  imposed  uniformly  upon 
both  tangible  and  intangible  property.  The  attempts  to  develop  a uniform  treat- 
ment of  all  property  have  commonly  failed  in  this  and  other  countries.  Intangibles 
have  been  taxed  at  lower  rates  than  real  estate  in  the  effort  to  reach  them,  have 
been  taxed  on  their  income,  or  have  finally  been  exempt  because  of  the  inability 
of  state  and  local  governments  to  tax  them  in  the  hands  of  the  individual  owners. 

The  corporate  capital  stock,  bank  share  and  similar  taxes  are  plainly  measures 
directed  at  the  source  of  capital  stock  values,  the  corporation  itself,  and  hence 
at  the  owners  of  the  stock.  To  avoid  double  taxation,  the  stock  of  Pennsylvania 
corporations  is  exempt  from  the  county  personal  property  taxes. 

Basically,  in  the  economic,  although  not  in  the  legal  sense,  the  capital 
stock  and  franchise  taxes  are  property  taxes  which  necessitate  an  inherently 
difficult  and  complicated  valuations  process.  In  the  end,  as  already  noted,  the 
values  arrived  at  are  a matter  of  opinion  and  are  not  determined  by  a statutory 
formula,  uniformly  applied.  Since  no  specific  formula  need  be  followed,  it  is  little 
wonder,  therefore  that  continuing  complaints  are  heard  in  Pennsylvania  that  the 
capital  stock  and  franchise  taxes  are  unfair,  uncertain  and  frequently  excessive. 

It  is  evident  that  many  taxpayers  are  convinced  that  a tax  on  capital  is  an  unsound 
tax  and  that  they  find  it  a continuing  source  of  irritation.  Ithers  have  no 
serious  criticism  of  the  tax  because  they  feel  their  taxes  are  moderate. 

If  a taxpayer  cannot  obtain  what  he  considers  to  be  a fair  value  of  his 
capital  stock,  he  may  petition  for  a review  of  the  action  of  the  Revenue  Department 
by  the  Resettlement  Board,  consisting  of  the  Secretary  of  Revenue  and  the  Auditor 
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General  or  their  representatives.  If  he  is  dissatisfied  with  the  decision  of  the 
Board,  he  may  appeal  to  the  Board  of  Finance  and  Review,  consisting  of  the 
Treasurer,  Secretary  of  Revenue,  Auditor  General,  and  the  Secretary  of  the 
Commonwealth.  Further  appeals  may  be  made  to  the  Dauphin  County  Court  of 
Common  Pleas  and  to  the  Supreme  Court  of  the  Commonwealth. 

The  tax  officals  are  inevitably  plagued  with  a recurring  valuation  problem 
because  of  the  capital  stock  and  franchise  taxes.  However  intelligently  and 
fairly  they  perform  their  arduous  duties,  they  are  bound  to  be  confronted  with 
disagreements  with  the  taxpayers  over  the  valuations  reached.  Perhaps  these 
disagreements  can  generally  be  reconciled  in  a compromise.  The  tax  officials 
are  placed  in  an  unfair  position  because  of  the  burden  on  them  in  administering 
a tax  which  is  basically  a tax  determined  by  matching  opinions.  Such  a tax 
is  a continuing  source  of  grievances  among  many  taxpayers  even  though  others 
appear  to  be  satisfied. 

There  are  other  reasons  for  the  common  and  often  heated  criticisms  of  the 
capital  stock  and  franchise  taxes.  While  the  taxes  imposed  upon  corporations 
vary  somewhat  from  year  to  year,  they  are  relatively  stable  and  largely  disregard 
the  income  status  of  the  corporations.  A tax  based  upon  capital  stock  must  be 
paid  whether  a firm  has  a high  income,  a low  income  or  a loss.  True,  the  tax 
is  deductible  for  federal  income  and  profits  tax  purposes,  but  this  may  be  of  no 
immediate  benefit  because  of  recurring  losses.  The  value  of  the  deductibility  also 
varies  among  corporations  with  net  incomes.  As  previously  indicated,  the 
smaller  corporations  paying  a 30  percent  federal  income  tax  do  not  gain  the  same 
proportionate  offsetting  of  federal  taxes  as  do  the  larger  concerns  paying 
a 52  percent  tax  or  even  32  percent  on  part  of  their  income.  To  the  conviction 
on  the  part  of  many  tajxpiayers  that  a 
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valuation  tax  on  capital  stock  is  inevitably  uncertain,  arbitrary  and  unfair 
there  are  added  the  criticisms  that  a tax  on  capital  stock  is  not  closely  adjusted 
to  earnings  and  that  it  is  inequitable  in  its  burdens  on  different  taxpayers. 

In  reply  to  a questionnaire  sent  out  by  the  Tax  Study  Committee  to  manuf- 
acturing corporations  concerning  their  experience  vdth  Pennsylvania  taxes,  1904 
replies  relating  to  the  capital  stock  tax  were  received.  Of  these,  71  or  5 percent 
stated  that  the  tax  was  favorable  to  decisions  to  modernize  or  expand  plant 
facilities  in  Pennsylvania,  797  or  57  percent  reported  that  the  tax  was  not 
influencing  their  decisions,  sane  of  them,  perhaps,  because  they  were  not  con- 
tanplating  modernization  or  expansion,  and  451  or  38  percent  declared  that  the  tax 
was  a deterrent.  The  great  majority  of  fims  replying  to  the  questionnaire  and 
criticizing  the  capital  stock  tax  employed  less  than  100  persons. 

The  difficulties  arising  in  the  valuation  of  capital  stock  and  the  uncertainti 
and  criticisms  they  create  may  be  illustrated  in  seme  measure  by  considering 
sane  of  the  determinations  of  value  that  might  be  reached  on  the  basis  of  actual 
data  furnished  by  the  Department  of  Revenue  from  the  tax  returns  of  20  small 
companies.  In  Table  8 some  alternative  valuations  are  cited.  The  valuation  methods 
used  here  are  among  those  sometimes  used  by  corporations,  singly  or  in  com- 
bination, to  arrive  at  their  own  valuations  of  capital  stock.  It  is  not  implied 
here  that  these  or  any  other  particular  methods  are  followed  by  the  Department 
of  Revenue,  which  presimiably  considers  all  pertinent  factors  but  does  not  officially 
so  far  as  it  is  known,  adhere  to  any  fixed  formula.  The  statute,  as  previously 
mentioned,  does  not  prescribe  any  specific  valuation  formula.  As  a result,  much 
confusion  and  uncertainty  are  bound  to  result  among  the  taxpayers. 

An  explanation  of  the  valuation  methods  used  in  Table  7 follows: 

1.  Valuation  based  on  average  of  invested  capital  and  current 

yearns  net  income  capitalized  at  10^. 

2.  Valuation  based  on  average  of  invested  capital  and  average 

net  income  of  last  five  years  capitalized  at  10^. 
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3.  Valuation  based  on  average  of  invested  capital,  current  years ^s 

net  income  capitalized  at  10  percent  and  dividends  capitalized 
at  8^. 

4.  Valuation  based  on  average  of  invested  capital,  average  net  income 

of  last  five  years  capitalized  at  10^  and  average  dividends  of 
last  five  years  capitalized  at  8%. 

5.  Valuation  based  on  average  of  invested  capital,  current  yearns  net 

income  capitalized  at  10^,  average  net  income  of  last  five  years 
capitalized  at  10^,  current  yearns  dividends  capitalized  at 
8^  and  average  dividends  of  last  five  years  capitalized  at  8^. 
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TABLE  - 8 

SdiB  Alternative  Capital  Stock  Tax 
Valuations  Based  on  Eata  from  Capital  Stock  Tax  Beports 
of  20  Small  Btennsylvania  Companies 


Valuation  tfethods  Minium  Value 


Corporation 

“T 

^ 

"TO — 

TV 

Y 

Highest  Value 

A 

$71,467 

$ 7 

^7,645 

$ 7 

$ 7 

66o7?^ 

B 

131,124 

70,879 

108,249 

59,753 

85,168 

45.6 

C 

7 

106,967 

? 

83,644 

50,187a 

46,9 

D 

103,392 

7 

68,928 

? 

41,357a 

4o*o 

E 

153,137 

136,852 

110,120 

97,630 

103,025 

63e8 

F 

129,335 

117,150 

86,224 

78,100 

78,500 

60*4 

G 

167,657 

1^,077 

111,771 

103,093 

99,968 

59.6 

H 

132,20^ 

130,857 

91,017 

88,480 

86,685 

65«6 

I 

200,299 

135,124 

133,533 

90,083 

104,579 

45.0 

J 

124,579 

183,434 

84,182 

124,121 

? 

45.9 

K 

145,405 

263,646 

96,937 

205,764 

136,086 

36.8 

L 

129,792 

175,327 

153,195 

176,752 

171,437 

73.4 

M 

184,501 

281,821 

123,001 

187,848 

150,122 

43.6 

N 

325,^7 

263,717 

217,098 

175,812 

198,853 

6^.0 

0 

286,i^63 

321,748 

198,189 

221,699 

208,525 

61.5 

P 

7 

528,600 

? 

434,067 

290,200a 

54.9 

a 

99,499 

107,162 

66,333 

71,441 

57,965 

^.1 

R 

85,983 

120,628 

119,822 

129,169 

135,145 

63*6 

s 

71,124 

86,6^ 

47,416 

70,269 

44,032 

50.8 

T 

7 

47,773 

7 

31,849 

19,109 

4o.o 

Source:  State  Department  of  Revenue 

7 Losses  irtvolvedo  This  method  produced  uncertain  results  because  the  statute  does  not  indicate 
the  weight  to  be  given  to  losses® 

a Losses  were  assigned  a zero  value  in  conpitation  of  5“way  average® 


VI  - 25 


.?->ifj.i:tii;5  '/MT  , «s2^."|il 

^ ^i.s':4i>;  ;.al  . t;.,'  ^ 

■ .:.-a.U’r  •iCi-ice?;,  .i»  '■9?^':  etiettoJ. 

■ • ■ ' ' ■ f ' 


T^SLE  9 

TAXES  PAID  Ef  20  OCFFCRATICNS  IN  I95I 


O 

W 

a 

" 8 § 

u o 


0) 


^OMD  I 


O J-00  C>J  (NCO  O^CM  O r-l  OJ-OOjj- 

• •••••••••••  • • 

- - - cocn 


o 


w 

si 


2 w 

§ 

iSi  E-i 


(SI , 


CO 


H Eh 


-2  w 

(2^§Sl 


• 


VI 


^Ad(^( 


bo' 


-6^ 


iH 


o 

^S' 

trco* 

(N 


CO  iH  CM^Jd-^  Cvl  CTMOv  iH  rH  ^ 

-*9- 


-Vi- 


<i:moQ&q&9tDrriHH5(bci,_qasoa<<:iwc/QE-t 


vO 

CVJ 

i 


4 


The  Department  of  Revenue  has  generously  furnished  the  Tax  Study 
Committee  vdth  data  concerning  the  earnings  and  taxes  paid  by  the  same  20 
small  corporations  doing  business  in  Pennsylvania  over  a period  of  years. 

In  Table  9 a summary  of  the  data  is  provided  for  the  year  1951.  The 
data  indicate  that  concerns  suffering  losses  as  well  as  those  realizing  net 
incOTies  must  pay  the  capital  stock  tax  and  that  there  is  no  close  relationship 
between  earnings  and  capital  stock  taxes. 

Table  10  has  also  been  prepared  from  the  data  supplied  for  these 
corporations  by  the  Department  of  Revenue,  It  indicates  the  ratios  of  the 
Pennsylvania  capital  stock  and  corporate  net  income  taxes,  averaged  over  a 
10-year  period  to  net  imcome  after  the  payment  of  all  taxes.  It  will  be  ob- 
served that  the  average  ratios  of  capital  stock  and  income  taxes,  as  well  as 
the  ratios  of  these  taxes  combined,  varied  considerably  fron  company  to  company. 
The  average  ratio  of  capital  stock  tax  to  net  income  after  all  taxes  ranged  from 
1.9  percent  to  6,2  percent  among  the  concerns  reporting  an  excess  of  net  incane 
over  losses. 

Two  corporations,  over  the  period  of  ten  years,  encountered  losses  exceeding 
their  aggregate  net  income  after  taxes.  Both  of  than  paid  capital  stock  taxes 
in  the  years  of  losses  and  also  paid  a net  income  tax  to  the  Commonwealth  in 
those  years  when  they  had  a net  income.  If  Pennsylvania  had  a net  operating 
loss  carry-over  provision  in  the  tax  law,  the  net  income  taxes  on  such 
corporations  would  be  reduced  or  even  removed  because  earnings,  in  effect,  would 
be  averaged  over  a period  of  years  for  taxation.  The  present  system,  which 
considers  only  the  financial  results  of  a single  year,  clearly  penalizes 
concerns  with  losses  in  off  years. 
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TABLo,  10 


Wei^t  of  Capital  Stock  and  Ccrporate  N^t  Irjcome  Taxes  of  Pennsylvania  for  lO-Year  iod 

Biding  with  Fiscal  Year  1951* 


Twenty  Snail  Painsylvapia  Corporaticns 


Ccnpuiy 


% of  Average 
Capital  Stock  Tax 
to  Average  Bet  in- 
cone  After  All  Taxes 


% of  Average  Corp- 
cirate  Bet  incane  1»x 
to  Avara^  Bet  Ir.ccae 
After  All  Taxes 


Total  of  Capital  Stock 
and  Corporate  Net  income 
Percentages  to  Average  Net 
Income  After  All  Taxes 


2,k% 

H 

3.6 

2.9 

3.5 

3.0 

1.9 

2.2 

6.1 
1.9 
3.3, 


2.8 
2.3 
3.2 


3.8 

2.5 

4.5 
6,2 


6.0?^ 

5.^ 

^4 

U 

13.4 

f7 

5.5 


5.7. 


'6.6 

7.5 

6.6 

9.6 


sf 

12.7 

8.3 

9.2 

g.3 

19!5 

9^6 

8.3 
8.1 
8.9, 


10.4 

10.0 

11,1 

15.8 


Source:  Basic  iiata  supplied  by  State  Bejarianait  of  Revenue, 


* In  the  case  of  several  recently  or^uiized  corporations,  the  period  is  less  than  ten  years. 

The  comcan}'-  suffered  an  excess  of  losses  over  profits,  according  to  its  bodes,  for  the 
period,  Iverage  annual  tax  in  doUars  fer  -;he  10-yealr  period  as  a whole,  as  follows: 
a - $133,0C;;  b - fe.OO;  c - $490..J0|  d - $4i0.00;  e - $1,877.00;  f - $2,317.00. 


Note:  Where  percentages  appear  to  be  far  out  of  iine,  the  principal  reason  is  losses  in  one 
or  n:re  years. 
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The  Capital  Stock  Tax  in  State  Revenue  Systems 


The  major  problems  and  common  criticisms  of  the  Pennsylvania  capital  stock  tax 
on  domestic  and  foreign  corporations  have  been  cited.  The  question  is  pertinent,  if 
there  are  serious  objections  to  the  tax,  why  is  it  continued?  The  answer  to  this 
question  is  evident.  The  taxation  of  the  capital  of  domestic  and  foreign  corpora- 
tions employed  in  Pennsylvania  furnishes  the  Commonwealth  with  large  and  stable 
revenues.  What  may  be  advantageous  to  the  Commonwealth,  however,  may  be  dis- 
advantageous to  corporate  taxpayers.  The  question  is,  are  there  not  other  revenues 
which  would  be  more  equitable  and  more  conducive  to  high  level  economic  activity? 

Only  Pennsylvania  and  Massaxhusetts  have  a combination  of  relatively  heavy 
taxes  on  corporate  net  income  and  capital.  The  Massachusetts  tax  or  corporate  ex- 
cess has  some  mitigating  features  in  comparison  with  the  Pennsylvania  capital  stock 
tax,  however.  Its  purpose  is  to  tax  the  intangible  value  in  excess  of  the  value  of 
tangible  property  locally  taxed,  not  the  total  value  of  the  stockholders » investment. 
Even  though  the  rate  of  the  Massachusetts  tax  is  6.15  mills  as  compared  with  the 
5 mill  rate  of  the  Pennsylvania  capital  stock  tax,  the  Pennsylvania  tax  is  frequently 
more  burdensome.  Moreover,  while  the  Massachusetts  corporate  net  income  tax  rate  in 
1953  is  6.765  percent,  the  ratio  of  corporate  net  income  taxes  to  1952  net  income  in 
Pennsylvania,  because  of  the  acceleration  feature,  is  still  higher,  being  or  approxi- 
mating 7.5  percent  for  the  year  1953 • 

Much  has  been  heard  of  the  heavy  taxation  of  manufacturing  in  Massachusetts  and 
its  adverse  effects  on  the  competitive  position  of  industry  in  that  Commonwealth.  In 
a survey  of  opinion  of  663  manufacturing  companies  conducted  by  the  Boston  Federal 
Reserve  Bank  in  1949,  it  was  found  that  56  percent  of  the  firms  reporting  on  Massa- 
chusetts state  and  local  taxes  thought  they  were  an  important  competitive  disadvan- 
tage. Only  7 percent  found  Massachusetts  taxes  to  be  relatively  favorable.  As 
compared  with  the  ratings  of  the  taxes  in  the  other  New  England  states,  the  Massa- 
chusetts ranking  was  the  most  unfavorable. 

Massachusetts,  like  Pennsylvania,  is  a mature  industrial  state  which  is  still 
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growing  but  not  nearly  so  fast  as  formerly  nor  as  fast  as  many  of  the  younger  states. 
There  have  been  numerous  investigations  of  industrial  trends  in  Massachusetts  and  of  the 
tax  burdens  there.  As  in  the  other  states ^ because  of  the  numerous  variable  factors 
involved  in  economic  developments , it  has  been  very  difficult  or  impossible  to  deter- 
mine just  what  the  effects  of  high  taxation  on  industrial  changes  in  Massachusetts 
have  been.  In  a report  of  the  Special  Commission  on  Taxation  to  the  Senate  and  House 
of  Representatives  in  1951?  it  was  concluded^  after  numerous  comparisons  of  corporate 
taxation  in  Massachusetts  and  several  other  industrial  states,  including  Pennsylvania, 
”In  the  main,  these  overall  results,  which  include  all  state  and  local  taxes  except 
unemployment  compensation  taxes  on  pay  rolls,  indicate  that  Massachusetts  is  a high 
tax  state  for  manufacturing  corporations”,  A previous  Commission,  in  its  report  to 
the  General  Court  of  Massachusetts  on  industrial  migration  from  Massachusetts,  had 
concluded  in  1939  that  while  the  influence  of  taxation  on  unfavorable  industrial 
developments  in  Massachusetts  could  not  be  exactly  determined,  the  reduction  of  taxes, 
particularly  those  on  property,  would  be  very  helpful  in  encouraging  industrial 
expansion. 

The  Massachusetts  industrial  and  tax  situation  is  mentioned  here  because  it  may 
shed  some  light  on  the  Pennsylvania  problem.  In  both  states  industry  has  been  grow- 
ing in  spite  of  general  high  overall  taxes.  In  Pennsylvania  relatively  low  local 
taxes  may  offset  some  of  the  disadvantages  of  rather  high  state  taxes.  This  may  also 
be  true  to  a varying  degree  in  Massachusetts,  Apparently  in  both  states  continued 
high  taxes  on  industry,  and  particularly  tax  increses,  will  be  a hindrance  to 
industrial  growth  which  will  have  to  be  overcome  by  other  advantageous  factors 
if  the  economy  is  not  to  suffer, 

Michigan  has  a rather  substantial  capital  stock  tax  'but  no  corporate  income  tax, 

Ohio  has  a one  mill  capital  stock  tax  but  no  corporate  income  tax.  New  Jersey  has  a 

low  rate  capital  stock  tax  but  no  corporate  income  tax.  North  Carolina  taxes  both 

corporate  income  and  capital  stock,  but  the  rate  of  the  latter  is  only  1,5  mills. 

New  York  imposes  only  one  annual  tax  on  corporations.  It  is  levied  on  (l)  net  income, 

or  (2)  30  per  cent  of  net  income  plus  certain  salaries,  or  (3)  capital  stock,  employed 

capital,  or  (4)  a flat  amount  of  $25,  whichever  is  the  greatest.  The  annual  taxes 
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imposes  upon  corporations  by  the  leading  states  are  shorn  in  Table  llo  It  is 
apparent  that  the  combination  of  a high  net  income  and  a high  capital  tax  is  found 
only  in  Pennsylvania  and  Massachusettso  It  is  true,  of  course,  that  other  taxes  may 
be  imposed  upon  corporations  along  with  other  taxpayers  in  some  states,  including 
the  real  estate  tax®  It  is  therefore  necessary  to  note  all  of  these  taxes  as  well  as 
the  local  taxes,  if  one  is  to  obtain  a reasonably  accurate  idea  of  the  comparative  tax 
burdens  on  industry  in  the  different  states. 

Should  Corporations  in  Pennsylvania  Pay  Only  One  General  Tax? 

Many  business  men  and  tax  students  in  Pennsylvania,  including  a number  who  have 
written  to  the  Tax  Study  Committee  in  connection  with  its  questionnaire  on  the  ef- 
fects of  taxation  on  plant  modernization  and  expansion,  have  suggested  that  corpora- 
tions should  not  be  required  to  pay  both  a net  income  and  a capital  stock  tax  to  the 
Commonwealth.  If  corporations  had  the  opportunity  to  pay  either  the  corporate  net 
income  tax  at  a rate  of  5 percent  or  the  capital  stock  tax  at  a rate  of  5 mills, 
whichever  was  the  greater,  the  revenue  loss  would  apparently  approximate  $45  to  $50 
million  a year,  depending  on  the  level  of  business  activity  and  other  related  factors. 
In  a period  of  rising  state  expenditures,  such  as  the  present,  this  revenue 
loss  would  have  to  be  made  up  from  some  other  tax.  Some  business  men  and  tax  stu- 
dents would  prefer  to  have  the  corporation  tax  normally  based  upon  net  income  and 
would  prefer  a higher  income  tax  rate  to  the  payment  of  both  taxes.  To  make  up  the 
revenue  lost  from  the  change  to  a system  requiring  either  the  net  income  or  the  cap- 
ital stock  tax,  whichever  is  the  greater,  the  corporate  net  income  tax  rate  would 
apparently  have  to  be  raised  2 percentage  points.  An  increase  in  the  rate  from  5 to 
7 percent  would  yield  an  additional  $50  million  a year,  under  conditions  similar  to 
those  now  prevailing. 

TABLE  II  - RATE  OF  ANNUAL  CORPORATION,  NET  INCOME  AND  CAPITAL  STOCK  TAXES 

Selected  States  January  1.  1953 

State  Income  Tax  Capital  Stock  Tax 

California  U%  or  $25,  whichever  None 

is  greater.  Federal  Income 
Taxes  not  deductable 
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TABLE  II  - RATE  OF  ANNUAL  CORPORATION,  NET  INCOIIE  AND  CAPITAL  STOCK  TAXES 

CONTINUED 


State 

Connecticut 


Illinois 

Indiana 

Maryland 


Massachusetts 

Michigan 
New  Jersey 


New  York 


North  Carolina 

Ohio 

PENNSYLVANIA 


Income  Tax 


None 


None 


Capital  Stock  Tax 

3^  or  Ig  mills  on 
capital  or  |15,  whichever 
is  greatest o Federal  Income 
Taxes  not  deductable 

2 mill  on  stated  capital  plus 
paid  in  surplus  representing 
property  and  business  in  Illinois 

None 


Federal  Income  Graduated  from  $10  up  to 

Taxes  not  deductable  $480  for  $10,000,000,  plus  $30 

for  each  additional  $2,000,000 
or  fraction  thereof  for  domestic 


6.765^,  Federal  Income  6.15  mills  on  corporate  excess 
Taxes  not  deductible  + Surtax  of  23!^  net  income  and 

certain  other  deductions  allowed 


None 

None 


5«5^  of  net  income, 

30^  of  net  income  plus 
certain  salaries,  or  1 mill  on 
capital,  or  $25,  whichever  is 
greatest.  Federal  Income 
Taxes  not  deductible  plus  tax 
on  subsidiary  capital  decreasing 
from  2 mill  on  first  $50,000,000 
to  1/8  mill  on  amount  over 
$100,000,000 

6^,  Federal  Income  Taxes  I5  mills,  minimum  $10 
not  deductible 

None  1 mill,  minimum  $25 

5^  basic  rate.  5 mills,  no  statutory  minimum 

7o5^  ratio  tax  pay- 
ments to  net  income  in 
1953  only  because  of 
acceleration.  Federal 
Income  Taxes  not  deductible 


4 mills,  minimiim  $10 

8/10  mill  on  first  $100,000,000 
diminishes  to  2/l0  mill  on  capita 
over  $300,000,000.  Minimum,  $25 
for  domestic,  $50  for  foreign 
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TABLE  II  - RATE  OF  ANNUAL  CORPORATION,  NET  INCOME  AND  CAPITAL  STOCK  TAKES 

CONTINUED 


State 

Income  Tax 

Capital  Stock  Tax 

Virginia 

5^,  Federal  Income 
Taxes  not  deductible 

Graduated  from  $10  up  to 

15,100  on  $300,000,000  plus 
$10  on  each  additional  $1,000,000 
for  domestic  and  from  $5  on  $15,0 
up  to  $25  on  amount  over  $300,000 
for  domestic  and  foreign 

West  Virginia 

None 

Graduated  from  $20  on  $5,000  up  t 
$2,500  on  $15,000,000  or  more  for 
domestic.  Foreign  pay  50^  more 
and  must  pay  $150  minimum 

Wisconsin 

2 to  6^ 

None 

Source:  Commerce  Clearing  House,  Inc*. 

Note:  Special  taxes  may  be  imposed  upon  financial  or  other  corporations  in  lieu  of  the 

general  corporation  taxes.  In  this  table  general  property,  intangibles,  and 
other  taxes  not  imposed  specifically  as  corporation  taxes  are  included.  Local 
taxes  are  also  excluded. 

The  net  income  base  is  preferable  to  capital  stock,  from  the  economic  standpoint 
and  also  considering  the  equity  of  the  situation.  The  success  of  a corporation  is 
reflected  in  its  net  income.  The  burden  of  an  income  tax  automatically  falls  when 
earnings  decline  and  rises  when  income  increases.  It  is  true,  of  course,  that  even 
a corporation  with  losses  obtains  some  beneficial  governmental  services.  It  is  also 
true  that  the  Commonwealth  needs  revenue  in  poor  years  and  cannot  forego  all  taxes 
in  hard  times,  A minimum  capital  stock  tax  or  a fiat  amount,  say  $50,  whichever  is 
the  greater,  could  be  required  in  years  of  loss  or  very  low  income.  This  would  not 
remove  all  of  the  tax  burden  from  corporations  in  bad  years,  but  it  would  greatly 
alleviate  them. 

If  net  income  were  the  normal  tax  base,  the  problem  of  valuing  capital  stock 
each  year  would  be  greatly  simplified  for  the  Commonwealth  and  the  taxpayers.  Many 
disputes  would  be  avoided,  Pennsylvania  would  also  be  a more  attractive  state  in 
which  to  engage  in  business.  Its  competitive  position  would  be  improved  as  compared 
with  the  other  states  which  do  not  place  upon  corporations  a combination  of  heavy 
income  and  capital  stock  taxes. 
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The  other  states,  except  iy[assachusetts , and  the  federal  government  get  along 
quite  well  without  such  a combination,  A further  consideration  is  that  in  Pennsyl- 
vania unincorporated  businesses  pay  neither  a state  net  income  nor  a capital  stock 
tax.  Imposing  both  of  these  taxes  on  corporations  discriminates  against  the  cor- 
porate form  of  business. 

The  Incidence  of  the  Capital  Stock  and  Franchise  Taxes 

The  discussion  of  the  economic  burdens  and  effects  of  the  capital  stock  tax 
on  domestic  and  franchise  tax  on  foreign  corporations  has  thus  far  assumed  that  these 
taxes  remain  very  largely  with  the  stockholders  of  corporations.  The  taxes  do  not  vary 
directly  with  sales  or  net  income  and  must  be  paid  even  if  there  are  losses.  In  the 
markets  where  interstate  competition  is  active  it  may  be  impossible  to  shift  the  capita 
stock  taxes  because  of  the  advantages  possessed  in  taxation  or  otherwise  by  out  of 
the  state  competitors. 

If  a tax  on  capital  stock  cannot  be  shifted,  it  may  depress  wages  and  salaries 
as  well  as  net  income  available  for  the  owners.  If  such  a tax  places  Pennsylvania 
firms  at  a competitive  disadvantage  it  also  acts  to  retard  output  and  employment. 

On  the  other  hand,  in  those  instances  where  the  tax  on  capital  stock  does  not 
vary  greatly  from  year  to  year,  it  can  be  forecast  to  a considerable  extent  in  ad- 
vance in  making  contracts  for  output.  It  may  also  affect  future  investments  of 
capital  and  by  restricting  output  tend  to  raise  prices.  To  the  extent  that  corpor- 
ations can  adjust  their  prices  to  allow  for  the  taxation  of  capital  stock,  the  tax 
will  be  passed  on  to  consumers,  with  effects  similar  to  those  of  a general  sales  tax. 

Whenever  a capital  stock  rests  it  falls  uniformly  on  all  persons  who  are  bur- 
dened by  it,  regardless  of  their  ability  to  pay,  since  the  tax  rate  is  uniform  and 
there  are  no  exemptions  for  investors,  employes,  or  consumers  of  low  income  or  of 
necessities  as  compared  with  luxuries. 

If  a tax  must  be  imposed  upon  capital  stock,  it  should  be  as  moderate  as  pos- 
sible. As  previously  stated,  it  would  ordinarily  be  preferable  to  tax  net  income,  to 

the  extent  that  corporations  must  be  taxed.  So  far  as  consumers  are  concerned,  other 
taxes  could  be  imposed  far  more  equitably  upon  them  than  a concealed  capital  stock  tax. 
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The  Pennsylvania  Corporate  Tax  Burden 


In  the  preceding  pages  of  this  chapter  considerable  material  has  been 
provided  which  is  descriptive  of  the  nature^  rates^  and  economic  effects  of 
the  corporate  net  income  and  capital  stock  taxes.  These  taxes  have  been 
studied  rather  intensively  because  (l)  the  corporate  taxes  provide  more 
General  Fund  revenue  than  any  other  source,  (2)  it  is  frequently  charged  that 
Pennsylvania  is  a high  corporate  tax  state,  (3)  the  corporate  net  Income  and 
capital  stock  taxes  are  the  most  complicated  of  the  state  taxes  and  encounter 
the  most  difficult  administrative  and  compliance  problems,  and  (4)  it  is 
argued  by  many  tax  students  and  businessmen  that  it  would  be  more  rational  to 
make  the  net  income  tax  the  basis  corporate  tax  and  to  resort  to  the  capital 
stock-franchise  tax  only  as  an  alternative  to  be  paid  when  it  would  Involve  a 
larger  tax  payment  by  a corporation  than  a net  income  tax. 

The  corporate  tax  structure  has  also  been  studied  with  a regard  for  the 
importance  of  manufacturing  in  the  Pennsylvania  economy  and  the  fact  that  the 
larger  Interstate,  and  some  of  the  smaller,  corporations  may  have  a choice  in 
locating  and  expanding  their  plants  and  operations  which  will  be  decided, 
other  things  being  equal,  with  reference  to  the  present  and  expected  future 
state  and  local  taxes  to  be  paid  in  relation  to  the  governmental  services  fur- 
nished. 

The  importance  of  the  manufacturing  Industry  in  the  corporate  revenue 
structure  is  indicated  in  Tables  12,  13,  l4  and  15,  supplied  to  the  Tax  Study 
Committee  by  the  Revenue  Department.  The  data  show  the  corporate  taxes  paid 
in  1952  by  the  25,l4l  corporations  included  in  the  tabulation.  Of  the  21,l67 
domestic  corporations  Included  in  the  income  tax  summary,  the  4,978  manu- 
facturing corporations  paid  a Pennsylvania  income  tax  of  $32.3  million  or 
56.8  percent  of  the  total  Pennsylvania  income  taxes  of  $56.9  million  paid  by 
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these  corporations.  The  electric  light  and  power  companies  were  the  next 
largest  state  Income  taxpayers^  paying  $6.5  million  or  11.4  percent  of  the 
total.  Mercantile  companies  paid  $5«0  million^  which  was  8.8  percent  of 
the  total. 

Capital  stock  payments  of  $11.6  million  were  made  hy  4,986  manufacturing 
corporations  out  of  a total  of  21,230  domestic  corporations.  The  tax  was 
41.9  percent  of  the  total  tax  of  $27.7  million.  Electric  light  and  power 
corporations  paid  the  next  largest  amount,  $3-4  million^  or  12 .3  percent. 
Mercantile  companies  paid  $2.7  million,  or  9 -1  percent. 

Among  the  3^97^  foreign  corporations  Included  in  the  corporate  income 
tax  summary,  1,170  manufacturing  corporations  paid  a total  Pennsylvania  tax 
of  $23.7  million.  This  was  77 ,7  percent  of  the  total  state  income  tax  of 
$31.3  million  paid  by  the  group.  Mercantile  companies  paid  the  next  highest 
tax  of  $2.9  million,  which  was  9.3  percent  of  the  total.  Oil  and  gas  companies 
paid  $1.8  million,  or  7.8  percent. 

Of  the  total  franchise  tax  of  $10.9  million  paid  by  foreign  corporations, 
$6.7  million  was  paid  by  l,l89  manufacturing  corporations,  or  6l . 7 percent. 
Mercantile  companies  paid  $1.3  million,  or  11.9  percent.  Oil  and  gas  compa- 
nies paid  $982,000,  or  9 »0  percent. 

Results  of  Tax  Questionnaire 

In  an  effort  to  ascertain  the  judgment  of  those  engaged  in  manufacturing 
in  Pennsylvania  concerning  the  possible  effects  of  Pennsylvania  state  and 
local  taxes  on  decisions  to  modernize  or  expand  manufacturing  facilities  in 
Pennsylvania,  a questionnaire  was  sent  by  the  Tax  Study  Committee  to  manu- 
facturing corporations  on  the  mailing  list  of  the  State  Department  of  Revenue. 
The  questionnaire,  which  was  mailed  out  in  the  autumn  of  1952,  dealt  with  the 
effects  of  taxes  in  1952  and  did  not  ask  for  any  judgment  concerning  the  effects 
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TABIE  13  " CAPITAL  STOCK  TAXES  PAID 
DOMESTIC  CORPORATIONS,  FISCAL  YEAR  1952 
(In  Thousands) 


1 — ' 

o 

1 — 1 

vO 

Q 

vD 

vO 

♦s 

•s 

•s 

fx! 

cv 

cv 

rH 

<c: 

( — 1 

E-<[  ^ 

ir\ 

vD 

rH 

CO 

ITN 

cv 

CV 

Q 

CO 

nO 

to 

v£) 

1 — 1 

CV 

t 1 

•n 

CO 

(V 

r— 1 

rH 

sO 

iH 

•s 

rH 

cv 


s 

w 

Ph  I 


uo 

C^v 

O 

CD 

cv 

Cx 

CO 

to 

£> 

sO 

£> 

CO 

xf 

sO 

o 

sO 

to 

\D 

rH 

CV 

o 

vO 

vO 

to 

1 — 1 

1 — 1 

1 — ! 

O 

CO 

I — 1 

A 

CO 

CO 

A 

»s 

r\ 

•s 

€N 

»v 

•N 

O 

to 

i — 1 

CNi 

lA 

s£) 

CV 

o 

o 

CV 

A 

1 — 1 

CO 

cv 

1 — ! 

cv 

00 

CO 

(TN 

1 — 1 

CO 

A 

vn 

VA 

CO 

cv 

vO 

cv 

1 — 1 

cv 

A 

cv 

A 

m 

0 

to 

•H 

CO 

0 

Pi 

CD 

•H 

0 

to 

CO 

•H 

Pi 

to 

©1 

0 

<a 

Pi 

Cd 

0 

•H 

•H 

Cd 

& 

•H 

o 

Pi 

C 

& 

a 

Pi 

o 

0 

Cd 

w 

o 

0 

©• 

& 

o 

m 

o 

PP 

p 

a 

CO 

CO 

a 

o 

0 

a 

Pi 

o 

O 

0) 

o 

•H 

Pi 

o 

0 

o 

•H 

•H 

o 

xs 

Pi 

0 

o 

a 

CO 

C 

CP 

Cd 

3 

0 

ho 

<0 

Cd 

Cd 

0) 

cd 

& 

o 

to 

ho 

> 

Pi 

to 

•H 

& 

p 

Pi 

a 

(p 

0 

Pi 

o 

P 

0 

a 

S 

e 

cd 

hO 

o 

•H 

•H 

Pi 

1 — 1 

•H 

as 

o 

o 

1 — 1 

0 

o 

o3 

Pi 

Pi 

PP 

1 — 1 

Pi 

to 

&> 

o 

o 

CO 

1 — 1 

to 

0 

a 

•H 

0 

t3 

0 

0 

Pi 

p 

0 

PP 

s 

(p 

P 

& 

<5 

o 

CO 

M 

oa 

EH 

o 

p 

a 

to 

a 

’H 

o 

pi 

C 

'H 

ho 

Pi 

o 

o3 

TO 

•H 

o 

U 

Ch 

o 

"H 

o8 

P 

"H 

0 

o 

Pi 

Q 

CD 

•H 

CD 

(D 

fj 

cd 

0 

P 

PP 

0 

Cd 

m 

1 — 1 

a 

1 — 1 

0 

P 

a 

to 

M 

P 

o3 

0 

CO 

•H 

cd 

p 

o 

Pi 

Pi 

O 

o 

0 

O 

O 

cd 

P 

H 

o 

o 

O 

*H 

o 

o 

O 

ho 

Pi 

1 — 1 

a 

1 — 1 

cd 

43 

PP 

Pi 

Pi 

0 

o 

cd 

O 

Ch 

PP 

m 

jJ 

Pi 

Pi 

o 

o 

pi 

o 

0 

Pi 

O 

0 

rS 

Ti 

3 

pi 

■p 

Pi 

CO 

C 

•H 

1 — 1 

cd 

0 

P 

1 — 1 

0 

Pi 

0 

to 

o 

Pi 

0 

Pi 

1 — 1 

as 

•H 

o 

Cd 

Pi 

Pi 

2; 

s 

S 

PQ 

Eh 

Eh 

w 

ts 

O 

o 

P 

m 

M 

CO| 

(P  s 
o ^ 

99 

vD 

O 

O 

1 

,986 

82 

104 

Cx 

A 

165 

732 

o 

to 

vO 

o o 

S CDl 

A 

xO 

cv 

o 

ro 

CV 


CV 


VI 


39 


- ^ C-. 


table:  1->+  - PLMSYLVANIA  CORPORATE  NET  INCOME  TAXES  PAID 
FOREIGN  CORPORATIONS,  FISCAL  YEAR  1952 
(in  Thousands) 
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TABLE  15  - CAPITAL  STOCK  TAXES  PAID 
FOREIGN  CORPORATIONS,  FISCAL  YEAR  1952 

(foreign  franchise  taxes) 

(in  Thousands) 


g 

m 

fO 

00 

o 

rH 

ro 

o 

CM 

rH 

•V 

1 — 1 

rH 

NO 

-€8- 

cv* 

m 


iH 


0\  ITS 
O ^ 


m 

-d- 

cvi 


I 

o 

r— I 
-€8- 


j- 
1 — \ 
VO 

•V 

ON 

NO 

CM 


I— ! 

CO 

ir\ 

oo 

CM 


'S  ^ 

ifN  on 

•> 

H NO 

NO 

oo 


NO 

ITN 

iH 

U\ 

CM 

1 — i 

ON 

CJN 

LfN 

ON 

OO 

5 

ON 

r-\ 

CM 


CM 

b- 

oo 

iH 

ON 

•s 

ON 

CVJ 

ICN 

rH 

•n 

OJ 

-ea- 


03 

GQ 

<U 

01 

0) 

01 

•rH 

d) 

03 

p 

d) 

g 

•tH 

d) 

g 

"d 

m 

3 

d 

•d 

d 

B 

(U 

St 

03 

d 

St 

3 

•H 

St 

d 

B 

St 

g 

o 

B 

B< 

o 

B 

3 

o 

o 

B 

o 

o 

Oi 

m 

o 

O 

o 

w 

oa 

B 

jq 

at 

o 

P 

<D 

0) 

6 

ft 

nH 

u 

d 

•d 

•H 

o 

0} 

d 

0) 

rtf 

tp 

m 

<D 

1 

§ 

0) 

lb 

d 

St 

§ 

0) 

P 

d 

P 

i 

P 

p 01 

•H 

& 

a 

•p 

(U 

ft 

d 

d 

> 

P (U 

a 

B 

& 

0} 

rH 

O 

d 

O 

P P 

a 

o 

O 

rH 

(1) 

o 

o8 

St 

js 

d 

& 

o 

o 

CQ 

<Q 

B 

& 

03  3 

& 

d 

p 

a> 

o 

•d 

M 

p St 

o 

o 

§ 

o8 

•g 

o 

•iH 

"S) 

u 

B 

o 

•H 

3 

-P 

•rH 

d 

01 

•rt 

•d  o 

0) 

0) 

U 

as 

oS 

ft 

d 

Q 

d 

rH 

3 

rH 

P 

a 

CH 

QS 

3 d> 

•H 

S 

-p 

O 

d 

o 

O 

o 

V? 

S 

-p 

H 

o 

o 

o 

p 

o 

•d 

o 

9 

q 

I— 1 

oa 

•» 

ft 

3 

c« 

d 3 

S 

(U 

'b 

M 

ft 

01 

p 

d 

d 

•d  H 

o 

o 

3 

o 

o 

d 

o 

P 

"d 

? 3 

m 

§ 

•H 

rH 

3 

p 

p 

d 

9 

(U  GQ 

0) 

•H 

3 

o 

u 

p 

d 

nH 

o 

3 

d d 

s 

2 

a 

m 

EH 

EH 

o 

o 

P 

pq  M 

OF 

ANIES 

p 

00 

CM 

o\ 

VO 

rH 

VO 

p 

IPv 

r-H 

tr- 

00 

OO 

00 

CD  O 
o 

CM 

OO 

ON 

t-- 

t- 

CM 

OV 

rH 

00 

rH 

rH 

rH 

00 

V£) 

ir\ 

oo 

1 — 1 

I — 1 

1 

ITN 

ON 

oo 

VI  » Jl-l 


' i '/ 
lb 

■T  I 

’ ‘ \ 

1 


i 

* j 

J 

c 

1 


fi 


,,j 


I 


,J 


IV: 


of  accelerating  income  tax  payments  in  1953 • 


Replies  from  1,584  corporations  supplied  an  interesting  array  of  business 

opinion.  The  results  of  the  questionnaire  are  summarized  in  Appendix  . 

Of  the  firms  replying,  824  employed  less  than  100  persons  and  394  employed 
100  or  more.  Some  firms,  a total  of  368,  did  not  state  how  many  persons  they 
employed.  It  is  evident,  however,  that  the  majority  of  the  firms,  and  proba- 
bly the  great  majority,  were  employing  less  than  100  persons. 

Small  manufacturing  corporations  may  not  be  fully  familiar  with  state 
and  local  taxes  in  the  different  states.  They  may  have  to  locate  where  they 
can  obtain  capital,  close  to  friendly  markets,  close  to  skilled  labor,  or  be 
otherwise  so  restricted  in  a choice  of  location  that  they  will  either  locate 
in  Pennsylvania  or  an  adjacent  area  or  not  at  all.  Other  small  companies 
may  have  abundant  funds  and  may  have  considerable  freedom  of  choice.  These 
firms  may  therefore  study  taxes  and  other  factors  in  different  states  before 
locating,  as  do  the  larger  interstate  corporations. 

A majority  of  the  firms  replying  to  the  questions  asked  said  that  Pennsyl- 
vania state  and  local  taxes  were  not  influencing  their  decisions  in  1952  to 
modernize  or  expand  their  plant  facilities.  Most  of  the  remaining  firms 
declared  that  Pennsylvania  taxes  were  a deterrent. 

Of  the  1,409  firms  stating  opinions  as  to  the  effects  of  the  capital 
stock  tax,  5 percent  thought  the  tax  was  favorable,  57  percent  said  it  was 
not  influencing  their  decisions,  and  38  percent  stated  that  it  was  a deter- 
rent to  decisions  to  modernize  or  expand  manufacturing  facilities  in  Pennsyl- 
vania. If,  as  suggested  earlier  in  this  chapter,  there  were  approximately 
26,000  firms  with  taxable  Incomes  in  Pennsylvania  in  1952,  and  38  percent  of 
them  found  the  capital  stock  unfavorable  to  modernization  and  expansion,  there 
would  be  9,880  corporations  in  this  category. 
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Of  the  370  corporations  with  100  employes  or  more  registering  a judgment^, 
42 o 9 percent  declared  the  capital  stock  a deterrent » Of  the  759  firms  employir 
less  than  100  persons,  30 » 6 percent  thought  the  tax  was  a deterrent. 

With  respect  to  the  coip>orate  net  Income  tax,  of  1,328  corporations 
replying,  9 percent  said  the  tax  was  favorable,  65  percent  said  it  was  not 
influencing  their  decisions,  and  26  percent  affirmed  it  was  a deterrent  in 
1952  to  decisions  to  modernize  or  expand  manufacturing  facilities  in  Pennsyl- 
vania. If  this  same  ratio  should  apply  to  the  26,000  corporations  with 
taxable  incomes  In  Pennsylvania,  there  would  be  6,760  corpora,tlons  finding 
the  net  Income  tax  a deterrent . 

Concerning  state  and  local  taxation  as  a whole,  of  the  1,133  corporations 
replying,  8 percent  said  it  was  favorable,  63  percent  said  it  was  not  In- 
fluencing their  decisions,  and  29  percent  declared  it  was  a deterrent  to 
decisions  to  modernize  or  expand  manufacturing  facilities.  If  this  same 
ratio  of  adverse  effects  sho^old  apply  to  the  26,000  corporations  with  tax- 
able Incomes,  there  would  be  7^^540  corporations  reporting  that  state  and 
local  taxes  as  a whole  were  unfavorable. 

The  replies  to  the  tax  questionnaire  do  not  provide  a precise  and  com- 
plete basis  for  measuring  the  comparative  tax  burdens  on  the  manufacturing 
industry  and  other  Important  lines  of  business  in  Pennsylvania  and  other 
states  or  the  effects  of  Pennsylvania  state  and  local  in  1952  on  industrial 
growth.  They  do,  however,  furnish  food  for  thought.  How  many  of  these  cor- 
porations may  have  been  familiar  with  tax  burdens  in  other  states  is  not 
known , 

The  Corporation  Tax  Burden  in  Pennsylvania 
and  Other  Selected  States  

In  order  to  obtain  information  on  the  frequently  expressed  opinion  that 
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Pennsylvania  is  a "high  corporation  tax  state"  and  to  compare  the  corporate 
taxes  actually  paid  by  active  industrial  and  mercantile  corporations  among 
important  business  states,  the  Tax  Study  Committee  has  assembled  statistical 
data  concerning  two  groups  of  corporations.  The  data  shed  light  on  the  view 
that  Pennsylvania  corporate  taxes  are  high  in  comparison  with  the  taxes  of 
other  states  and  reflect  the  relatively  heavy  Pennsylvania  state  corporation 
taxes  paid  by  both  groups.  The  data  for  the  second  group  of  corporations 
Indicate  in  addition  the  local  tax  burdens  encountered  by  these  corporations 
in  the  various  states. 
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If  Pennsylvania  is  to  maintain  a dominant  industrial  position  in  the  na- 
tion, and  thus  hold  and  enhance  its  economic  standing,  it  must  continue  to  ex- 
pand and  modernize  its  industry.  To  achieve  this  result,  the  overall  indus- 
trial climate  in  Pennsylvania  must  be  more  favorable  than,  or  at  least  competi- 
tive with,  the  industrial  climate  in  other  states  seeking  the  same  objective. 

Many  factors  such  as  availability  of  labor,  raw  materials  and  supplies, 
nearness- of  markets  and  the  adequacy  of  transportation  and  utility  services, 
influence  an  industrial  climate.  If  the  aggregate  of  all  these  factors  is  ap- 
proximately equal  in  the  geographic  region  embracing  Pennsylvania  and  its  con- 
tiguous states,  the  decision  to  expand  or  to  locate  new  industries  within  Penn- 
sylvania, or  in  its  contiguous  states,  might  well  be  resolved  by  relative  tax 
burdens . For  this  reason,  the  Tax  Study  Committee  has  conducted  a series  of 
studies  designed  to  evaluate  relative  tax  burdens  in  Pennsylvania,  its  con- 
tiguous states,  and  other  industrially  important  states. 

These  studies  have  some  limitations  but  every  effort  has  been  made  to 
overcome  any  known  distortive  differentials  so  as  to  reflect  valid  conclusions . 
It  is  believed  they  reflect  a fair  and  reasonable  comparison  of  taxes  as  a com- 
petitive factor  in  modernizing  and  expanding  Pennsylvania's  industrial  economy. 

S-TUDY  OF  STATE  TAXES  OF  FORTY  PEMSYLVMIA  CORPORATIONS 
The  first  study  by  your  Committee  in  this  area  was  based  on  an  examina- 
tion of  all  Pennsylvania  state  tax  returns  filed  in  1952  for  the  year  1951  by 
forty  small  corporations,  substantially  the  entire  assets  and  operations  of 
which  were  located  and  conducted  in  Pennsylvania.  To  illustrate  the  diversi- 
fication of  these  companies,  the  following  classes  of  business  were  repre- 
sented: Commercial  printing,  advertising  agency,  light  manufacturing,  small 
loans  financing,  meat  packing,  fabric  processing,  lumber  mill -working  and 
building  materials,  real  estate  ownership  and  rental,  contract  painting. 
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retailing  and  wholesaling. 

The  financial  structure  and  position  of  these  companies  varied  (with 
minor  exceptions)  as  follows: 


LOW 


HIGH 


Capital  Stock 
Net  VJorth 
Gross  Assets 
Gross  Receipts 
Net  Income 


$ 5,000 

16.000 

75.000 
IOC , 000 

5,000 


$ 500,000 

1,000,000 

2,300,000 

4,000,000 

225,000 


In  order  to  compare  the  impact  of  Pennsylvania  corporation  taxes  on  these 
companies  with  the  impact  of  state  taxes  imposed  on  corporations  in  certain 
contiguous  and  other  industrially  important  states,  the  total  assets  and  oper- 
ations of  each  of  the  companies  were  theoretically  transplanted  into  each  of 
the  other  states.  The  state  taxes  Imposed  on  such  corporations  in  the  several 
states  were  then  determined.  The  following  table  discloses  the  combined  state 


tax  cost,  expressed  in  dollars: 


perijisylvania  and  Tota],  for  all 

Contiguous  States  Companies 


Rank  of 
States 


Penns ylvania 
New  York 
Maryland 
Ohio 

New  Jersey 


$ 289,595. 1 

221,582.  2 

185,3290  3 

16,3830  4 

12,894.  5 


Pennsylvania  and  States 
Not  Pont i guous 


Total  for  all 
Companies 


Rank  of 
States 


Massachusetts  $ 

Penns  ylvania 

California 

Conn.ecticut 

Michigaii 


384,521.  1 

289,5950 2 

172, T05”  3 

130,1670  4 

71,152.  5 


Assuming  the  1952  or  1953  combined  net  income  for  these  forty  companies 


to  be  the  same  as  their  combined  net  income  for  1951,  the  total  state  taxes 
in  Penr'.sylvania  payable  in  1953  would  increase  to  $397,526  after  giving  effect 
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to  acceleration  of  payment  of  corporate  net  Income  taxes,  thus  ranking  Penn- 
sylvania in  both  tables  as  number  one . 

This  survey  of  the  forty  small  corporation  covers  state  taxes  only.  Local 
taxes  differ  widely,  but  this  situation  is  not  peculiar  to  Pennsylvania.  All 
states  have  a wide  variance  in  local  taxes  depending  upon  the  location  within 
the  state.  The  combined  local  and  state  tax  burden  in  Pennsylvania  is  not 
relatively  as  high  as  indicated  by  a comparison  of  state  taxes  only.  Therefore, 
in  the  following  survey  of  fifty-four  corporations,  the  Tax  Study  Committee 
has  endeavored  to  show  the  combined  tax  burden  at  both  the  state  and  local 
levels . 

STUDIES  OF  FIFTY-FOUR  CORPORATIONS 

The  study  of  the  forty  small  corporations  is  illustrative  of  the  burden 
of  state  corporate  taxes  in  Pennsylvania  upon  intrastate  budiness  as  related 
to  comparable  bur'dens  in  other  states  competing,  in  varying  degrees,  with  Penn- 
sylvania for  Industrial  and  commercial  gi-owth.  However,  it  is  also  important 
to  survey  the  tax  cost  of  corporations  engaging  heavily  in  Interstate  oper- 
ations and  the  Tax  Study  Committee  has  made  additional  studies  to  determine 
such  effects. 

These  additional  studies  were  made  from  the  actual  tax  experience  of 
fifty-four  corporations  having  substantial  properties  and  operations  in  Pennsyl- 
vania and  properties  and  comparable  operations  in  some  oif  the  other  selected 
states . 

Included  in  the  fifty-four  corporations  are  light  and  heavy  manufacturers 
and  processors,  as  well  as  wholesale  and  retail  distributing  businesses.  In 
the  states  considered,  these  corporations  had,  in  1951,  a combined  net  invest- 
ment in  real  and  tangible  personal  property  of  $4,874,251,851,  ranging  in  size 
by  state  from  $1,383,632,656  in  Pennsylvania  down  to  $55,937,821  in  Connecticut. 
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In  determining  net  investment,  facilities  certified  for  rapid  amortization 
under  Section  124  of  the  Internal  Revenue  Code  and  fully  charged  off  the  books 
have  been  restored  in  accordance  with  the  following  percentages  of  original 
cost;  Land  - 100^;  Buildings  - 66-2/3^;  Machinery,  tools  and  fixtures  - 40^ 

For  operations  during  the  year  1951^  in  the  states  considered,  these 
companies  paid  a total  of  $129,583^164  in  state  and  local  taxes  (excluding 
unemployment  compensation  taxes;  sales  and  use  taxes  for  which  the  companies 
acted  only  as  the  media  of  collection;  sewer  and  water  rental  taxes;  and 
taxes  paid  on  leased  premises). 

The  study  of  these  companies  is  believed  to  be  one  of  the  most  compre- 
hensive factual  surveys  thus  far  undertaken  to  determine  the  relative  impact 
of  combined  state  and  local  taxes.  However,  the  data  used  for  the  states  of 
Virginia,  Delaware  and  North  Carolina  may  not  be  sufficiently  representative, 
due  to  the  limited  number  of  companies  and  lack  of  proper  industry  diversifi- 
cation in  these  states.  Furthermore,  automobile  manufactiirers  are  not  in- 
cluded among  the  companies  reporting  for  the  State  of  Michigan,  a fact  which 
may  affect  the  results  Indicated  in  this  study  with  respect  to  that  State. 
Otherwise,  the  factual  data  for  all  other  states  appear  to  be  fairly  represen- 
tative of  the  taxes  actually  paid  by  mercantile  and  industrial  corporations . 
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ANALYSIS  NO.  I - FIFTY^FOUR  CORPORATIONS 


The  first  of  these  studies  determined  the  ratio  of  actual  taxes,  (with 

exclusions  noted  above)  of  all  companies  operating  in  the  listed  states,  to 

net  investments  (adjusted  as  noted  above)  in  the  respective  states. 

Total  State  and  Local  Taxes  as  Percentages  of  Total 

Net  Investment 


Pennsylvania  and  Contiguous  States 


No  o of 

Local 

State 

State  and 

Percent  of 

State 

Companies 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

PENNSYLVANIA 

54 

1.06^ 

2.26^ 

3.32^ 

100^ 

New  York 

2ti 

1,20 

2.06 

3 “ 26 

98 

West  Virginia 

IT 

.59 

1.35 

1,94 

58 

New  Jersey 

26 

1.73 

.15 

1,88 

57 

Maryland 

18 

.68 

l,0l+ 

1.72 

52 

Ohio 

37 

1.13 

oli+ 

1.28 

39 

Delaware 

11 

.45 

.08 

.54 

16 

Pennsylvania 

and  States  Not 

Contiguous 

No . of 

Local 

State 

State  and 

Percent  of 

State 

Companies 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

Wisconsin 

16 

2.44^ 

2.2li 

4.65^ 

140^ 

Massachusetts 

24 

1.4l 

2,47 

3.88 

117 

Virginia 

15 

.71 

2.97 

3.68 

111 

California 

23 

2,06 

1,43 

3.48 

105 

PENNSYLVANIA 

54 

1.06 

2.26 

3.32 

100 

Michigan 

22 

2.77 

.39 

3.17 

95 

Connecticut 

17 

1.47 

.95 

2,42 

73 

North  Carolina 

9 

.75 

1.42 

2.17 

65 

Indiana 

27 

1.31 

.51 

1.82 

55 

Illinois 

27 

1.72 

.08 

1.80 

54 

Assuming  the  1952  or  1953  combined  net  Income  for  these  fifty-four  compa- 


nies is  the  same  as  their  combined  net  Income  for  1951^  and  local  taxes 
remain  constant,  the  ratios  in  Pennsylvania  for  1953 » after  giving  effect  to 
acceleration  of  payment  of  Corporate  Net  Income  Taxes,  will  be  - 
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Local  Taxes 


State  Taxes 


State  & Local  Taxes 


1.06^  3.05^  4.11^ 

Thus,  In  1953)  Pennsylvania  would  rank  second  among  the  selected  states. 

By  individual  company  in  each  state,  the  investments  vary  from  a few 
hundred  thousand  dollars  to  many  millions  of  dollars.  Thus,  in  some  of  the 
states  having  fewer  companies  represented,  the  ratio  of  one  large  company 
could  unduly  Influence  the  overall  ratios  indicated  in  Analysis  No.  I above. 

In  an  effort  to  overcome  this  possible  distortion,  the  Tax  Study 
Committee  made  further  analyses.  In  one,  it  utilized  the  ratio  for  the 
median  company  within  each  state  as  representative  of  the  average  tax  burden 
for  that  state.  In  another  analysis,  one-fourth  of  the  companies  having  the 
highest  ratio  within  a state  and  one -fourth  of  the  companies  having  the  lowest 
ratio  within  that  state  were  eliminated,  and  the  remaining  one-half  were 
averaged  in  order  to  indicate  an  average  tax  cost  for  the  state.  The  results 
of  these  studies  were  as  follows  - 
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ANALYSIS  NO.  II  - FIFTY-FOUB  CORPORATIONS 


Total  State  and  Local  Taxes  as  Percentages  of 
Total  Net  Investment 


Using  Median  Company  for  State  and  Local  Taxes 

in  Each  State 


State 

PENNSYLVANIA 

Pennsylvania  and  Contiguous  States 

I.ocal  State  State  and 

Taxes  Taxes  Local  Taxes 

1.24^  2.31^  3.55^ 

Percent  of 
Pennsylvania 

100^ 

New  York 

1.22 

2.27 

3.50 

98 

Maryland 

1.55 

1,11 

2.67 

75 

West  Virginia 

.71 

i.83 

2.5^ 

72 

New  Jersey 

1.56 

.13 

1,69 

h8 

Ohio 

1.30 

.05 

1.35 

35 

Delaware 

.10 

.53 

15 

Pennsylvania  and  States 

Not  Contiguous 

Local 

State 

State  and 

Percent  of 

State 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

Wisconsin 

2.74^ 

1.54^ 

4.27^ 

120^ 

Massachusetts 

1.5a 

2,04 

3.56 

100 

PENNSYLVANIA 

1.24 

2.31 

3.55 

100 

California 

1.84 

1.58  “ 

96 

North  Carolina 

1.12 

2.09 

3-21 

90 

Virginia 

1.61 

1,54 

3.15 

89 

Michigan 

2.10 

.28 

2.38 

70 

Connecticut 

1.22 

1.00 

2.22 

63 

Indiana 

1.67 

.45 

2.12 

60 

Illinois 

1.38 

.09 

1.47 

4l 

Assinning  the 

1952  or  1953  net  income  for 

the  median  company 

is  the  same 

as  its  net  income 

for  1951^  and  local  taxes 

remain  constant^  the 

ratios  in 

Pennsylvania  for  : 

L953>  after 

giving  effect  to 

acceleration  of  payment  of 

cojrporate  net  income  taxes  would  be  - 

Local  Taxes 

State  Taxes 

State  85  Local  Taxes 

1.24^ 

3.12^^ 

4.36^ 

Thus,  in  1953*  Pennsylvania  would  rank  first  ennong  the  selected  states. 
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ANALYSIS  NO.  Ill 


LIFTY-FOUR  CORPORATIONS 


Total  State  and  Local  Taxes  as  Percentages  of 
Total  Net  Investment 


Using  Average  Ratios 

of  the  Two 

Middle  Quarters  * 

For  State  and 

Local  Taxes 

in  Each  State 

Pennsylvania  and  Contiguous  States 

Local 

State 

State  and 

Percent  of 

State 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

lENNSYLVANIA 

.77^ 

2.73^ 

3.50-^ 

0 

0 

1 — 1 

New  York 

1.12 

2.34 

3745 

99 

West  Virginia 

1.48 

1.23 

2.71 

77 

Maryland 

1.15 

1.45 

2.60 

74 

New  Jersey 

1.74 

.16 

1.90 

54 

Ohio 

1.13 

.24 

1.37 

39 

Delaware 

.37 

.20 

.56 

16 

Pennsylvania  and  States  Not  Contiguous 

Local 

State 

State  and 

Percent  of 

State 

Taxes 

Taxes 

Local  Taxes 

Pennsylvania 

Wisconsin 

2.30^ 

2.04^ 

4.34^ 

124^ 

Massachusetts 

1.58 

2.70 

4.28 

122 

PENNSYLVANIA 

.77 

2.73 

3.50 

100 

California 

2.11 

1.35 

99 

Virginia 

1.18 

2.12 

3.30 

94 

North  Carolina 

.92 

2.21 

3.13 

89 

Connecticut 

1.52 

.83 

2.36 

67 

Michigan 

1.85 

.45 

2.30 

66 

Indiana 

1.18 

.97 

2.15 

61 

Illinois 

1.26 

.30 

1.56 

45 

* In  the  quart! le  method  of  analysis,  the  extremes,  namely  that  one- 
fourth  of  the  companies  having  the  highest  ratios  and  that  one-fourth  having 
the  lowest  ratios,  were  eliminated. 

Assuming  the  1952  or  1953  comhined  net  income  for  companies  in  the  mid- 
dle quartiles  is  the  same  as  their  combined  net  income  for  1951^  and  local 
taxes  remain  constant,  then  average  ratios  in  Pennsylvania  for  1953^  after 
giving  effect  to  acceleration  of  payment  of  corporate  net  income  taxes  would  be 


Local  Taxes 


State  Taxes 


State  86  Local  Taxes 


♦77^ 
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Again,  in  1953^  Pennsylvania  would  rank  first  among  the  selected  states. 

GENERAL  OBSERVATIONS 

The  foregoing  analyses  of  combined  state  and  local  taxes  of  the  corpo- 
rations studied  show  that  Pennsylvania  stands  at  or  near  the  top  among  the 
states  whose  taxes  were  compared.  Therefore,  these  analyses  lend  support 
to  the  opinion  frequently  expressed,  that  Pennsylvania  is  a "high  corporation 
tax  State",  notwithstanding  the  fact  that  local  taxes  in  some  areas  are  re- 
latively low. 
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The  results  of  the  inquiry  of  the  Tax  Study  Committee  into  the  corporate 
tax  structure  in  Pennsylvania  may  now  be  summarized.  Corporations  are 
taxed  because  large  revenues  are  readily  collected  from  them  and  some 
charge  is  warranted  for  the  beneficial  services  provided  to  them  by  the 
Commonwealth . 

The  taxes  collected  from  corporations  must  fall  upon  someone.  They  are 
extracted  sooner  or  later  from  the  Individuals  who  own  the  taxdd  corpora- 
tions, or  are  shifted  to  consumers  in  Increased  prices  or  affect  the 
Incomes  of  employes. 

Corporate  taxes  are  not  based  upon  the  ability  of  individuals  as  in- 
vestors, consumers,  or  employes  to  pay  them.  They  tax  all  whom  they  hit 
alike,  at  the  same  rates  and  without  exemptions,  whether  they  be  rich  or 
poor. 

One  study  of  corporatre  share  ownership  has  foinad  that  in  1952  there 
were  6,490,000  individuals  owning  the  stocks  of  publicly  owned  corporations. 
This  excludes  ownership  in  small  closely  held  corporations  and  the  stocks 
of  cooperative  associations.  The  individual  shareholders  were  members  of 

4.750.000  families.  Over  a million  of  the  families  had  incomes  under 
$4,000,  Including  200,000  families  with  incomes  under  $2,000.  Approximately 

610.000  families  with  incomes  from  $4,000  to  $5,000  owned  shares,  as  did 

2.080.000  families  with  Incom  s from  $5,000  to  $10,000,  and  1,020,000 
families  with  Incomes  over  $10,000, 

A tax  on  corporations  is,  in  effect,  a tax  on  many  individuals,  and 
its  burdens  should  so  be  considered,  whether  they  impinge  upon  investors, 
consumers,  or  employes. 

The  corporate  net  Income  tax  is  the  General  Fund's  largest  revenue 
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producer.  It  is  estimated  to  yield  one-tMrd  of  the  General  Fund  revenues 
In  the  1951"1953  biennium.  But  this  Is  a source  of  revenue  which  Is  sub- 
ject to  wide  fluctuations.  The  corporate  net  Income  tax  In  Pennsylvania  Is 
supplemented  by  the  capital  stock  tax  on  domestic  and  foreign  corporations 
which  yields  smaller  but  substantial  revenues.  As  Indicated  In  an  earlier 
chapter,  a comparison  of  the  tax  system  of  15  leading  states  In  1952,  on  the 
basis  of  U.S.  Census  Bureau  data,  showed  that  the  taxes  Imposed  upon  cor- 
porations now  constitute  a greater  share  of  the  state  tax  revenues  In 
Pennsylvania  than  In  other  Important  commercial  and  Industrial  states,  and. 
In  fact,  of  any  other  state. 

The  basic  corporate  net  Income  tax  rate  Is  5 percent.  The  effect  of 
accelerating  corporate  Income  tax  payments  In  1953;  however.  Is  to  raise  the 
ratio  of  tax  payments  In  1953  to  7*5  percent  of  net  Income.  This  Is 
currently  a higher  ratio  of  Income  taxes  to  Income  than  that  found  In  any 
other  leading  state. 

The  corporate  net  Income  tax  acceleration  Is  an  unhappy  and  thoroughly 
confusing  device  which  should  be  discarded  at  the  earliest  opportunity. 

It  Is  a device  resorted  to  by  no  other  state. 

Pennsylvania,  like  several  other  states,  taxes  corporate  net  Income 
without  allowing  a deduction  for  federal  Income  and  profits  taxes. 

Losses  In  one  year  are  not  balanced  against  Income  In  other  years  In 
Pennsylvania.  The  federal  government,  however,  allows  a carry-back  of  one 
year  and  a carry-forward  of  five  years  for  net  operating  losses.  Some 
states  also  permit  a loss  carry-over. 

The  Pennsylvania  corporate  net  Income  tax  is  especially  onerous  for  the 
numerous  small  corporations  with  net  Incomes  under  $25,000  which  are  subject 
to  the  30  percent  federal  Income  tax.  The  state  taxes  of  these  firms  are 
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offset  to  a lesser  degree  "by  their  deductibility  for  federal  Income  taxa- 
tion than  are  the  state  taxes  of  the  larger  corporations  paying  a federal 
income  tax  at  a rate  of  52  percent  or  higher.  In  addition,  losses  are  more 
common  among  the  smaller  companies.  Domestic  and  foreign  corporations 
engaging  in  business  in  Pennsylvania  must  pay  a 5 mill  capital  stock  or 
franchise  tax  on  the  capital  located  in  or  employed  in  Pennsylvania.  The 
valuation  of  capital  Is  a complicated  and  uncertain  process  not  controlled 
by  any  definite  statutory  formula  which  results  in  inequalities  and  dis- 
satisfaction among  many  taxpayers.  Others  appear  to  be  satisfied  with  the 
valuations  resulting. 

The  capital  or  domestic  corporations  is  allocated  to  Pennsylvania  for 
taxation  according  to  the  ratio  of  the  value  of  capital  in  Pennsylvania  to 
the  total  capital.  In  the  case  of  foreign  corporations  chartered  in  other 
states,  the  allocation  gives  equal  weight  to  the  ratios  of  tangible  property, 
pay  rolls,  and  gross  receipts  In  Pennsylvania  to  the  total  tangible  property, 
pay  rolls,  and  gross  receipts.  Some  taxpayers  believe  this  arrangement 
discriminates  against  domestic  corporation.  If  such  discrimination  exists, 
there  is  no  logical  reason  for  It.  It  has  been  suggested  that  the  problem, 
could  be  met  by  allowing  domestic  corporations  the  option  to  allocate  their 
taxable  capital  to  Pennsylvania  on  the  basis  of  the  three  fraction  formula 
applied  to  foreign  corporations . 
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The  valuation  of  capital  stock  is  not  controlled  by  corporate  earnings. 
The  tax  must  be  paid  regardless  of  a profit  or  loss  condition.  The  smaller 
corporations  with  the  lowest  federal  income  tax  rate,  and  with  the  greater 
tendency  toward  losses,  are  placed  at  a competitive  disadvantage  by  the  cap- 
ital stock  burdens  in  comparison  with  larger  corporations  which  pay  a higher 
federal  Income  tax  rate  and  obtain  a relatively  greater  benefit  from  the 
deductibility  of  state  taxes  in  determining  Income  for  federal  taxation. 

Total  capital  stock  payments  were  45*0  percent  of  corporate  income  tax 
payments  in  Pennsylveuaia  in  the  fiscal  year  1952.  In  preceding  years  they 
were  consistently  more  than  half  the  total  Income  taxes,  thereby  sub- 
stantially increasing  the  ratio  of  Pennsylvania  corporate  taxes  to  corporate 
income.  For  a corporation  with  a low  income,  the  capital  stock  tax  may 
exceed  the  income  tax. 

In  spite  of  its  economic  hardships  and  disadvantages,  the  capital 
stock  tax  supplied  substantial  and  more  stable  revenues  that  the  corporate 
net  income  tax.  To  remove  the  tax  on  the  capital  of  domestic  and  foreign 
corporations,  equivalent  revenue  must  be  found  from  a more  equitable  and 
practicable  source. 

The  experience  of  the  other  states  should  be  a guide  to  Pennsylvania 
in  the  reform  of  its  corporate  tax  system.  Only  Massachusetts  and  Pennsyl- 
vania have  a combination  of  relatively  heavy  taxes  on  net  Income  and  capital 
stock.  While  Maryland  and  North  Carolina  tax  both  net  income  and  capital 
stock,  the  capital  stock  tax  rate  is  low  in  both  states.  New  York  taxes 
either  net  income  or  the  value  of  capital  stock,  whichever  is  greater,  not 
both.  Illinois,  Michigan,  New  Jersey,  Ohio  and  West  Virginia  tax  only 
capital  stock. 
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In  the  opinion  of  many  tax  students  and  husinessmen,  considering  both 
economic  and  equity  factors,  the  corporate  tax  structure  should  normally  be 
based  upon  net  income » The  success  or  failure  of  a concern  is  best  measured 
by  its  earnings.  The  capital  stock  tax  could  be  employed  as  an  alternative 
tax  on  corporations  in  those  instances  where  it  would  amount  to  a greater 
sum  than  the  net  income  tax.  The  loss  of  revenue  from  adopting  the  proposal 
to  make  the  capital  stock  an  alternative  revenue  could  be  made  up  by  raising 
the  corporate  net  income  tax  to  approximately  7 percent. 

Placing  a primary  emphasis  upon  net  income  as  a basis  of  taxation  would 
remove  the  cause  of  many  disputes  between  the  taxpayers  and  the  tax  officials 
over  the  uncertainties  and  complications  involved  in  valuing  capital  assets, 
Pennsylvania  would  also  be  a more  attractive  state  in  which  to  engage  in 
business.  Its  competitive  position  would  be  lnproved  as  compared  with  that  of 
other  states  which  do  not  depend  upon  a comhination  of  heavy  income  and  capital 
stock  taxes. 

Corporation  bonus  charges  for  the  privilege  of  incorporating  in  Penn- 
sylvania or  entering  the  state  to  do  business  yield  small  revenue,  amounting 
to  $2,8  million  in  1952,  and  could  be  abandoned  as  an  encouragement  to  corpo- 
rations  to  enter  the  state  to  engage  In  business.  If  the  charges  are  retained, 
consideration  should  be  given  to  reducing  them  to  cover  only  the  expenses  of 
administration  and  to  making  them  either  a license  fee  or  tax  which  would  be 
deductible  for  federal  income  tajeation. 

The  corporate  loans  tax  on  indebtedness  is  withheld  from  interest  pay** 
ments  hy  corporations  and  supplements  the  county  personal  property  taxes.  Only 
resident  owners  are  taxed.  Since  the  revenue  obtained  is  small,  only  $1,6 
million  in  1952,  and  in  view  of  the  compliance  difficulties  arising  in  screen- 
ing out  resident  owners  of  corporate  loans,  the  tax  might  be  abandoned 
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or  turned  over  to  the  counties  for  enforcement  along  -with  the  personal  prop- 


erty taxes. 

In  an  effort  to  ascertain  the  judgment  of  those  engaged  in  marjufac- 
turing  in  Pennsylvania,  the  Tax  Study  Committee  sent  out  a questionnaire  in 
the  autumn  of  1952  inquiring  of  manufacturing  corporations  if  Pennsylvania 
state  and  local  taxes  were  influencing  decisions  to  modernize  or  expand 
manufacturing  facilities  in  the  state.  A majority  of  those  replying  said 
that  1952  taxes  were  not  influencing  their  decisions.  However,  most  of  the 
remaining  firms  declared  that  Pennsylvania  state  and  local  taxes  were 
adversely  affecting  decisions  to  modernize  or  expand  manufactur'ing  facilities 
in  Pennsylvania.  If  a similar  percentage  of  all  manufacturing  firms  in 
Pennsylvania  are  of  the  same  opinion,  thousands  of  corporations  operating 
in  the  state  consider  state  and  local  taxes  to  he  unfavorable  to  industrial 
growth. 

In  seeking  a comparison  of  the  state  and  local  taxes  imposed  upon  cor- 
porations operating  in  the  leading  commercial  and  industrial  states,  the  Tax 
Study  Committee  compared  the  taxes  of  two  groups  of  industrial  and  mer- 
cantile corporations  in  Pennsylvania  and  other  states.  The  studies  supp-'ort 
several  important  conclusions. 

1.  Present  corporate  taxes  in  Pennsylvania  at  the  state  level,  as 
conpjared  with  taxes  in  other  states,  do  not  contribute  toward  producing  a 
favorable  Industrial  climate. 

2.  An  analysis  of  the  actual  taxes  paid  by  corporations  sub- 
stantially engaged  in  interstate  commerce  shows  that  even  when  the  local 
taxes  paid  by  these  corp-i orations  were  considered,  the  ratio  of  total  taxes 
to  net  investment  in  Pennsylvania  in  1951  was  higher  than  the  ratio  of  total 
taxes  to  net  investment  in  contiguous  states  and  was  surpassed  in  only  a few 
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of  the  other  Importsint  industrial  states  studied. 

3.  The  analysis  of  the  combined  state  and  local  tax  liabilities  of 
these  5^  corporations,  after  allowing  for  the  acceleration  of  corporate 
income  tax  payments  in  1953  shows  that  the  ratio  of  total  state  an.d 

local  taxes  to  net  investment  in  1953  is  higher  in  Pennsylvania  than  in  any 
other  important  industrial  state  studied,  except  possibly  in  Wisconsin. 

As  a result  of  the  acceleration  of  corporate  net  income  tax  pay- 
ments for  one  year,  i,  e.,  1953^  "the  general  state  corporation  taxes  payable 
in  Pennsylvania  in  1953  ar®  higher  than  the  similar  taxes  in  any  other  state. 
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Much  be  said  in  theory  for  the  unifoi’ir  and  -qut..  taxa’:tor.. 

of  all  industries,  (l}  to  the  extent  "hat  taxes  must  be  upon 

business  organisations  or  business  actimties  as  £u~h_,  cr  (2)  ^hat  t-ixes 
must  be  collected  from  business  along  with  ir.di^-Muai  otm^ers  of  prcpertjt 
purchasers  of  ta-xsd  commodities,  and  other  classes  of  taxpayers,.  In 
practice,  hov;everp  ths  states  do  not  tax  corporate  and  nonccrpcrate 
forms  of  business  organisation  alike,  nor  do  th=y  tax  sit  inlustrier 
in  the  same  mannert 

Uniformity  and  eoualiti-'  in  ".he  impcsitior  of  trixos  on  business 
and  in  taxes  collected  from  business  x-^ould  be  accomp.lished,,  it  may  be 
argued,  by  taxing  all  forms  of  bu3ir!e_t  organisations,  all  ir.dust ■'■‘iee , 
and  all  firms  in  such  a manner  rpj-  ',htir  rslutite  t ^tn-ml.::  ptcittcn; 


would  be  the  same  after  taxes  as  they  bsf^. 


would  be  neutral  and  nondissriminatorye 


sense,  taxe; 


ent  f- 


The  same  tax  may  affect  different  induct: 
with  vt.ymrg:  cff-r'.t,  how-"-*u,  whethe: 


;S  well  as  differ- 


gross  or  net  income , 
I n 0 -qua  i it  i e s 
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investments,  receipts,  and  net  income  vary  substantially  both  among 
industries  and  among  firms  engaged  in  the  same  type  of  business.  Management, 
location  advantages,  markets,  and  many  other  factors  affect  the  relative 
success  of  different  enterprises. 

The  diversity  of  business  taxes  imposed  by  the  states  no  doubt 
reflects  differences  of  opinion  over  the  appropriate  methods  of  taxation 
as  well  as  the  peculiar  nature  of  the  various  industries,  nistorical 
developnents,  legal  complications,  and  local  conditions.  Certain  it  is  that 
a uniform  and  equal  system  of  business  taxation  has  not  been  developed 
in  any  of  the  states. 

It  has  not  been  possible  for  the  Tax  Study  Committee,  because  of  the 
many  canplications  involved  and  in  view  of  the  limited  time  and  facilities 
available,  to  conduct  an  intensive  and  extensive  analysis  of  the  tax  burdens 
on  different  industries  in  Pennsylvania,  to  canpare  those  tax  burdens  with  those 
of  similar  industries  in  other  states,  and  to  develop  more  appropriate 
methods  of  taxation.  In  this  study  it  is  only  possible  to  note  the  types 
of  special  business  taxes  imposed  by  the  Ccanmonwealth  and  other  leading 
states,  the  rates  imposed,  the  revenues  realized,  and  certain  of  the  problons 
confronted  in  such  taxation.  The  revenues  derived  frcan  the  major  special 
business  taxes  in  Pennsylvania  and  their  relationship  to  total  General  Fund 
revenues  are  shown  in  Tables  1,  2,  and  3» 

The  Utility  Taxes 

A major  special  business  tax  in  Pennsylvania  is  that  levied  upon  the 
intrastate  gross  receipts  of  various  utilities,  including  transportation 
and  ccxnmunication  services  and  electric  energy.  The  tax  does 
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not  apply  to  the  natural  and  artificial  gas  industries  or  gas  ,:lr  .isnes 
but  it  does  apply  to  oil  pipelines.  The  presenx  basic  tax  rate  is  ncw 
8 irdllSj  or,  in  effect,  OoS  per  cent.  An  additional  emergency  tax  rate 
of  6 to  12  mills  has  been  in  effect  for  a number  of  years c The  mo sc 
recent  6 mill  emergency  tax  expired  fee-ember  31?  1952o  Table  k lists 
the  rates  of  gross  receipt?  and  f.xt special  utility  taxes  in  selected 
states o 

The  state  gross  receipts  tax  in  Pennsylvania  has  been  developed 
as  a substitute  for  local  proper-^y  taxes  on  the  operating  property  of 
utilitieso  It  obviates  the  complications  of  valuing  operating  property 
by  numerous  local  jurisdictions  in  which  only  a fraction  of  the  operating 
property  may  be  locatedo  By  this  me+hed  local  governments  are  deprived 
of  a part  of  the  real  estate  tax  base  and  the  pressure  for  state  aid  may 
be  somewhat  greater  as  a consequenceo  I''-  is  not  known  what  property 
taxes  would  be  paid  by  utilities  and  how  their  property  tax  burden 
would  compare  with  that  of  ether  indust rieso  The  further  question 
arises,  as  in  all  special  industry  taxation,  if  one  industry  is  taxed 
differently  from  another  at  the  state  or  local  level,  are  the  tax 
burdens  being  fairly  distributed  over  the  various  types  of  business 
activity?  On  the  other  hand,  as  previously  men'^ioned,  a uniform  tax 
on  all  industries  might  ha’^e  quite  unequal  effects  upon  sales,  profits, 
and  investment So 

In  addition  to  the  tax  on  gross  receipts  Pennsylvania  utilities 
are  liable  for  both  the  corporate  ne^  income  and  capital  stock  taxes,  as 
are  corporations  generallyo  In  New  York  utilities  are  exempt  from  the 
corporate  net  income  and  alternati-ce  taxes  and  are  taxed  instead  on 
their  property  and  gross  income o In  liassachusetts  they  are  exempt  from 
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the  corporate  net  income  tax  and  do  not  pay  a gross  re'eipts  tax  but 
they  do  pay  taxes  on  +heir  capital  and  other  prope-^^y.  U-".  il:-y  r-.x: c 
in  New  Jersey  concentra+e  on  property  and  gross  receipt Sc  The  features 
of  utility  taxation  vary  considerably  from  state  to  stateo 

The  receipts  from  the  special  utility  taxes  in  the  group 
of  15  selected  states  are  shown  in  TalCe  f,.  As  previously  mentioned^ 
the  collections,  from  these  taxer  do  include  the  revenues  from  the 
corporate  net  income  and  capital  stock  taxes  in  Pennsylvania  and  the 
general  corporation  taxes  in  other  state-t:  The  da+a  also  do  not  reveal 
any  local  ta.xes  which  may  be  paidu  The  gross;  receipts  tax  had  a yield 
of  $14 oO  million  in  Pennsylvania  in  the  fiscal  year  1952 o 

The  utility  gross  receipts  tax  rate  has  been  related  to  the 
needs  of  consumers  and  industry  for  economical  elect. ricity  and  other 
utility  services  and  the  need  for  adequate  utility  earnings ^ Since 
the  rates  of  the.  utilities  are  regulateds;  the  taxes  paid  are  presumably 
reflected  in  those  rates,  iii  the  long  run  if  rot  immediately.  Lower 
taxes  should  then  mean  rates  lower  than  they  would  otherwise  be-c 

It  may  be  argued  that  u+iliry  services  are  not  taxed  so 
heavily  as  the  products  of  manufacturing  and  the  services  of  other 
industries  and  that  a 14  mill  tax  is  a c.omparat,ively  moderate  oneo 
Utilities  in  Pennsylvania  may^  howreverq  pay  substantial  capital  stock 
and  income  taxeSj  the  latter  depending  directly  on  their  earningSo  In 
the  proposed  budget  for  the  19.53  1955  bj.enniup.i,  the  revenues  from  a 
14  mill  tax  gross  receipts  tax  are  estimated  at  ^29^5  milliorio 

The  gross  receipts  from  the  sale  of  natural  and  artificial 
gas  are  exempt  from  the  utility  taxo  A tax  on  them  at  a I4  ndll  rate 


\/II  ^ 8 


■);,«■■■ 


■ . r ..,■»  , . ‘ I-'  V>. 


:jc4a  a 7 X-tjlSCc 


' ' , , ' -Jv';,!  ' ■ -'f  ' • -'V-  ; I ifJv/3 

'.•':.-3''i.''  :■ J'v'‘i'y^.'''!irf  it 


/ 


TABLE  5 

SPECIAL  STATE  PUBLIC  UTILITIES  TAX  COLLECTIONS 
Excluding  Gener*L  Co':’‘pvOraLior.  Tj!.-.-.-: 

_ i;  Tnousands “ for  Fiscal  Years 


State 

19ul  (^) 

1945  (b) 

1951  (b) 

1952  't,  , 

United  States,  Tcta" 

$90,247 

$128, 56^ 

$199,472 

$228,151 

California 

3/130 

7,020 

11  c:A9 

— ^ 

-L/C  > , ’ 

Connecticut 

2.73/ 

1 ,10;:, 

5,378 

5,  ■'’05 

Illinois 

11,743 

25,1  Ok 

27,425 

Indiana  (d) 

- 

- 

- 

- 

Maryland 

- 

3,169 

3,691 

4,862 

Massachusetts  (e) 

- 

- 

- 

Michigan  (e) 

- 

- 

New  Jersey  (f) 

- 

16 

- 

New  York 

22,23d 

25,527 

38,100 

42,200 

North  Carolina 

3,118 

4,368 

11.,408 

12,288 

Ohio 

9,846 

13,680 

19,105 

23,250 

PENI'ISYLVANIA 

8,282 

7,302 

11,024 

14,066 

Virginia 

3,801 

7,129 

10,432 

11,442 

West  Virginia  (g) 

- 

- 

- 

- 

Wisconsin 

808 

"1^231 

2.815 

5.454 

Source;  Uc  So  Bureau  of  The  Census 

(a)  Data  are  for  fiscal  years j data  are  only  roughlj’"  comparable  "with  col- 
lections in  later  years  because  of  re^'l.sions  in  reporting  by  the  Depart- 
ment of  Coramerceo  Includes  ail  local  shares  of  state-imposed  taxes o 

(b)  Data  are  for  Fiscal  years  ended  in  12-month  period  ending  June  30©  In- 
cludes only  those  local  shares  of  state-imposed  taxes  which  are  not  lo- 
cally collected  and  retained o 

(c)  Preliminary o 

(d)  Utilities  subject  to  general  property  taxes  onlyo 

(e)  Special  taxes  on  gross  income  of  selected  utilities  are  classified  as 
business  occupation  taxes  and  listed  by  The  Bureau  of  The  Oensas  under 
general  sales  and  gross  receiptso  Utilities  also  subject  to  capital 
stock  and  local  property  taxes o 

(f)  Certain  pjblic  utility  franchise  taxes  and  gross  receipts  taxes  are  lev- 
ied by  the  state  but  are  for  local  use  and  not  sho^in  hereo 

(g)  Utilities  pay  capital  stock  and  local  property  taxes  onlyo  In  Michigan , 
utilities  also  pay  state  intangible  property  taxo 
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would  raise  an  annual  revenue 
$5  million  in  a biennium.  A 


of  approximately  |2  5 million,  c?" 

: one  lie ’"a":  ion  here  ii  "ne  ''ompara"!*  . 


treatment  of 


fuel  o 


X.  1..  :• 


and 


Should 


Ct-t  . 


h.- 


: axei; 


or  should  they  be  exempt 


Poth  gas  a,nd  oil  pipelin-:? 
in  a number  of  states..  The  tax  rats 
in  1952  were  0 8 perce.nt  In  New  Jers 
5 percent  in  Ohio^,  and  3.5  percent 
Tania  neither  the  transportation  nor’ 


-re  subject  --  utility  taxer 
?•  on  intrastate  gross  receipt; 
-Yi,-  - percent  in  Ner-f  York, 
n '/est  ^^irginiac  In  Pennsyl-- 
sale  of  gas  is  t-axed... 


THE  BAhK  TMES 

The  taxation  of  banks  h&s  encountered  p-eciLliar  legal  and 
other  probiemm  Some  banks  are  chartered  by  the  state  governments^ 
some  bv  the  national  government o The  st.ates  are  prevented  bv 
Congress  from  taxing  the  national  banks  more  heatrilp-  than  the  state 
banks  or  competing  mcney'^d  capital,  .Aside  from  taxes  on  real  estate^ 
which  apply  loc.ally  to  prorer'^y  owned  by  national  as  vrell  as  by 
state  b.c.nkt  „ Co^oress  bar  sre'u.fl'^d  “he  a it ‘=rnat  !''■  e tvriec  of  taxes- 
only  one  of  which  a state  may  employ,  in  taxing  national  bank-So 
^ 0 i'  i" ^ '^  dOP  od 

■d^'Es.r.k  shs  r6  c,  ot 
2 -Hat  income,,  or 


3=Frai-!.:hi,?es  measured  by  net  income^  or 
4-Pividends  with  a personal  income  tax 


The  nature  of  +he  special  tax-?  on  national  bank?  is 
indicated  in  Table  6u  The  tax  re+e  applied  to  na-^ional  banks  with 
one  of  these  raethcds  of  taxation  mu.et  not  exceed  that  applie..'!  to 
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TABLE  6 

STATE  TAXES  ON  NATIONAL  BANKS  IN  1952 


State 

Type  of  Tax 

Rate  of  Tax 

California 

Exci.se  “ Inccme--'* 

Fixed  annually  tet'ween  k%  and 
3%c  Currently,  7o55^e 

Connecticut 

Excise  - Inccm'e^.J’ 

3% 

Illinois 

General  Property 

63 o 2 mills 

Indiana 

Shares 

mills 

Maryland 

Shares 

lOol  mills 

Massachusetts 

Excise  - Income-^ 

Fixed  annually,  maximimi  - 8% ^ 

Michigan 

Di-vidend-s 

3% 

Deposit-s 

4 mills 

New  Jersey 

Shares 

7^  mills 

New  York 

Excise  - Income 

North  Carolina 

General  Property 

30ol  mills 

Ohio 

Shares  and  Deposits 

2 mills 

PENNSYLWIA 

Shares 

4 mills 

Virginia 

Shares 

10  mills 

West  Virginia 

Shares 

8o7  mills 

Wisconsin 

Net  Income'^'' 

Graduated  between  2^  and  6%^ 

Sources  Commerce  Clearing  House^  InCo 

*Basis  of  measure  in  these,  four  states  is  similar  to  the  pro-^/isions  of  the 
general  corporate  net  income  tax  in  each  stateo 


L'hi.- 
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other  taxpajerso  The  states  therefore  tend  to  tax  state  bank--  in 
the  same  manner  as  the  nationalo  The  peculiar  bank  tax  problem  hu' 
been  met  in  Pennsylvania  by  -"axing  bank  shares  at  a 4 mill  ratso 
This  is  the  same  rate  -which  is  levied  by  -^he  state  on  personal 
property  for  the  benefit  of  the  coun/.ies^  which  a'lminister  the 
personal  property  taxo  The  state.,  however j,  administers  the  barik 
share  taxc 

In  Pennsylvania  the  banks  do  not  pay  either  the  corporate 
net  income  tax  or  the  S mill  capital  stock  tax.,  The  revenue  collected 
from  the  bank  shares  tax  amounted  to  approximately  $4ol  million  in  the 
fiscal  year  1952o 

The  states  generally  do  not  obtain  a great  amount  of  revenue 
from  their  specific  bank  taxeso  Total  collections  in  30  states  in  the 
fiscal  year  1951  were  only  $31c.4  milliono  New  York  obtained  |13g3  millionj 
more  than  any  other  stateo  That  year  Pennsylvania  secured  $6o4  million^ 

THE  INSURANCE  TAM, 3 

Another  of  the  major  special  business  taxes  in  Pennsylvania 
is  the  2 per  cent  gross  premiums  "^ax  paid  by  insurance  companies o The 
yield  of  this  tax  in  the  fiscal  year  19.52  was  $198  million^  of  which  $6ol 
million  were  returned  to  local  gove’-nmen'^ So  In  that  year  New  York  secured 
$36o4  million  and  Galifornia  $2.5g2  milliono  The  revenues  obtained  from 
the  gross  premiums  tax  in  15  selected  states  are  shown  in  Table  7®  The 
table  is  not  intended  to  indicate  the  total  state  taxes  paid  by  insur- 
ance companies c 

The  gross  premicums  tax  has  developed  cut  of  the  peculiar  nature 
of  the  insurance  company  services o In  Pennsylvania^  all  domestic  insurance 
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TABLE  7 

STATE  INSURANCE  COMPANIES  GROSS  PREMIUMS  TAX  COLLECTIONS 

Fiscal  Years 

(In  thousands  - excluding  General  Corporation  Tax) 


State 

1941  (a) 

1945  (b) 

1951  (b) 

1952  (b,c) 

Total,  48  States 

$97,755 

$130,794 

$254,001 

$283,750 

California 

8,037 

11,654 

23,446 

25,281 

Connecticut 

3,840 

5,124 

6,898 

7,694 

Illinois 

5,398 

8,616 

16,121 

17,666 

Indiana 

2,187 

3,032 

5,870 

6,150 

Maryland 

1,504 

2,387 

4,133 

4,581 

Massachusetts 

2,051 

2,235 

5,581 

6,147 

Michigan 

4,230 

5,172 

10,779 

12,088 

New  Jersey 

4,029 

5,205 

8,768 

9^750 

New  York 

14,911 

17,275 

32,605 

36,412 

North  Carolina 

1,719 

2,469 

5,671 

6,199 

Ohio 

7,012 

8,254 

13,012 

16,514 

PENNSYLVANIA 

7,113 

9,587 

16,976 

19,832 

Virginia 

1,940 

2,652 

5,462 

6,231 

West  Virginia 

919 

1,149 

2,536 

2,722 

Wisconsin 

2,272 

2,568 

5,055 

5,902 

Sources  Department  of  Commerce  and  State  Bureau  of  The  Budget 

(a)  Data  are  for  fiscal  years  ended  in  the  calendar  year;  data  are  only 
roughly  comparable  vdth  collections  in  later  years  because  of  re- 
visions in  reporting  by  the  Department  of  Commerce o Includes  all 
local  shares  of  state-imposed  taxes o 

(b)  Data  are  for  fiscal  years o Includes  only  those  local  shares  of 
state-imposed  taxes  which  are  not  locally  collected  and  retained o 

(c)  Preliminary* 
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companies  pay  the  capital  stock  tax  and  domestic  stock  companies,  in 
addition,  pay  the  corporate  net  income  taxo  In  some  of  the  states, 
however,  insurance  companies  are  exempt  from  these  taxes.  The  Pennsyl- 
vania law  provides  that  domestic  stock  companies  shall  be  allowed  a 
60  per  cent  credit  against  the  gross  premiums  tax  for  the  payment  of 
the  corporate  net  income  and  capital  stock  taxes. 

The  taxation  of  insurance  companies  varies  somewhat  from  state 
to  state,  as  manifested  in  Tabel  8,  which  summarizes  the  chief  features 
of  these  taxes  in  15  selected  states.  Different  types  of  insurance  may 
be  taxed  differently.  A peculiar  feature  of  insurance  taxation  is  the 
imposition  of  retaliatory  taxes  if  one  state  raises  its  insurance  taxes 
and  applies  them  to  the  business  done  in  the  state  by  foreign  corporations 
chartered  in  other  states.  When  Pennsylvania  increases  the  taxes  on 
insurance  companies,  a practical  result  may  be  that  other  states  in  which 
Pennsylvania  companies  engage  in  business  may  retaliate  and  compel 
Pennsylvania  companies  to  pay  a higher  rate  tax  than  domestic  or  certain 
other  foreign  companies. 

THE  TAXATION  OF  COOPERATIVE  CORPORATIONS 

Another  area  in  which  complicated  tax  problems  arise  is  in  the 
appropriate  treatment  of  cooperative  corporations  formed  to  engage  in 
selling,  purchasing,  or  other  activities.  If  these  corporations  are 
exempt  from  taxation,  they  may,  in  effect,  receive  a substantial  subsidy. 

If  they  are  taxed,  on  the  other  hand,  it  is  difficult  to  determine  the 
suitable  basis  of  taxation  which  will  be  equitable  and  practicable  with- 
out either  penalizing  or  artificially  subsidizing  cooperative  associations. 

Such  associations  may  be  formed  to  market  farm  products,  to 

purchase  supplies  for  farmers,  to  distribute  gasoline  and  other  products 
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SIM/]AKY  OF  TAXES  PAID  BY  INSU^CE  CXM>ANIES  IN  I952 
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SUM/ARY  OF  TAXES  PAID  BY  INSURANCE  CCWPANIES  IN  I952 


TABIE  8 (CcnH) 

SIM(JARY  OF  TAXES  PAID  BT  INSURANCE  CCMANIES  IN  I952 
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TABIE  8 (CcaiU; 

SUM^iARY  OF  TAXES  PAID  BT  INSURANCE  CCMANIES  IN  I952 
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in  filling  stations,  and  to  engage  in  other  activities  of  an  industrial 
or  commercial  nature o In  the  days  of  low  corporate  taxation,  the  com- 
mendable purpose  to  encourage  cooperative  marketing  and  purchasing  by 
farmers  could  be  furthered  to  a small  extent  without  harm  to  competitors 
by  not  requiring  cooperative  corporations  to  pay  the  customary  corporate 
taxes o Now  that  corporation  taxes  have  become  substantial,  the  exemption 
of  cooperatives  acts  to  undercut  private  enterprise  and  to  develop  a 
cooperative  economy,  not  on  the  basis  of  its  real  merits  but  as  a 
result  of  tax  stimulantSe  There  is,  also,  the  tendency  to  extend  tax 
exemptions  and  narrow  the  tax  base. 

There  has  been  much  controversy  over  the  issue  of  cooperative 
taxation  in  some  of  the  states,  particularly  in  the  Middle  West,  and  in 
Washington.  Some  persons  argue  that  a cooperative  corporation  has  no 
income  in  the  accounting  sense.  Others  say  that  even  if  cooperative 
corporations  have  net  income,  this  can  be  distributed  as  a means  of 
avoiding  a tax  upon  it,  A question  is,  should  cooperatives  be  taxed 
on  the  funds  retained?  A revision  of  the  federal  income  tax  law  in  1951 
placed  a tax  upon  funds  placed  in  reserves  instead  of  being  distributed 
to  patrons. 


Another  possibility  would  be  the  taxation  of  cooperative 
corporations  on  their  gross  income  if  net  income  is  not  a proper  basis 
of  taxation.  If  the  gross  receipts  of  the  cooperative  associations 
separately  reported  by  the  Department  of  Revenue  had  been  taxed  at  a 
rate  of  1 per  cent  in  1952,  revenue  of  approximately  $2,7  million 
would  have  been  obtained.  Additional  revenue  could  have  been  secured 
from  a similar  tax  on  the  gross  receipts  of  other  associations.  The 
purpose  of  any  tax,  it  is  assumed,  would  be  that  of  raising  revenue 
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in  an  equitable  manner  by  taxing  cooperative  corporations  to  the  same 
extent,  in  effect,  that  other  business  corporations  are  taxed. 

The  Tax  Study  Committee  has  been  provided  a description  of 
the  present  treatment  of  cooperative  income  for  tax  purposes  in  Pennsyl- 
vania by  the  State  Revenue  Department o There  are  now  six  different 
types  of  cooperative  associations  created  under  various  legislative  acts 

Cooperative  associations,  to  the  extent  they  are  taxed  in 
Pennsylvania,  receive  comparatively  favorable  treatment  for  income  tax 
purposeso  First,  their  taxable  net  income  includes  only  dividends 
declared  or  paid  on  capital  stock,  whereas  other  business  corporations 
are  taxed  on  net  income  including  not  only  earnings  available  for 
dividends  but  also  the  earnings  retained.  Secondly,  the  tax  rate  on 
the  taxable  net  income  of  cooperative  associations  is  4 per  cent  rather 
than  the  5 per  cent  rate  of  the  general  corporation  net  income  tax. 

Some  cooperative  associations  are  not  subject  to  the  net 
income  tax  on  dividends,  others  are  not  liable  for  a tax  on  capital, 
and  still  others  pay  neither  a tax  on  dividends  nor  a tax  on  capital. 

The  State  Revenue  Department  has  informed  the  Tax  Study 
Committee  that  there  are  six  types  of  cooperative  associations  created 
under  various  state  legislative  acts. 

lo  Foreign  cooperative  associations  include  (d)  those  subject 
to  only  the  foreign  bonus  and  net  income  tax.  They  pay  no  capital 
stock  tax.  These  associations  reported  $192,552,341  in  gross  receipts 
in  the  calendar  year  1951  or  fiscal  year  ending  in'  1952  and  a taxable 
net  income  of  $60,593°  The  income  tax  paid  by  the  42  associations  in 

the  group  was  $2,424°  The  net  income  earned  but  not  declared  in  the 
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form  of  dividends  and  not  taxable,  amounted  to  $4j.555,191<.  Other 
foreign  associations  (b)  engaging  in  business  activity  like  ordinary 
foreign  business  corporations  are  liable  for  both  a franchise  tax 
and  a tax  on  net  income.  The  number  of  these  associations  and  the 
taxes  they  pay  are  not  separately  reported. 

2o  Domestic  cooperative  associations  created  under  the  Act 
of  1887  are  subject  to  both  the  net  income  and  capital  stock  taxes. 

The  number  of  these  corporations  and  their  tax  payments  are  not  known. 

« 

3o  Domestic  nonstock  cooperative  associations  created  under 
the  Act  of  1919  are  exempt  from  state  taxes  on  net  income  and  capital. 
There  are  approximately  220  associations  in  this  group. 

4o  Domestic  cooperative  associations  created  under  the  Act 
of  1929  pay  only  the  net  income  tax,  based  on  dividends  declared  or 
paid.  For  the  calendar  year  1951  and  the  fiscal  year  1952  the  reported 
gross  receipts  of  the  56  associations  in  this  group  wer  $66,776,536. 

A tax  of  $17,060  was  paid  on  taxable  net  income  of  $426,515*  The  net 
income  earned  but  not  declared  or  paid  in  dividends,  and  therefore  not 
taxalbe,  was  $2,395 j699o 

5.  Rural  electric  associations  created  under  Act  of  1937 
file  membership  reports  and  pay  a tax  of  $10  for  every  100  members. 

The  14  associations  in  this  group  are  exempt  from  the  state  taxes  on 
net  income  and  capital. 

60  Credit  unions  created  under  the  Act  of  1933  are  not 
liable  for  any  state  tax. 
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SUMMARY 


In  this  chapter  a number  of  special  business  taxes  imposed  by 
the  Commonwealth  have  been  described.  They  provide  minor  revenues  as 
compared  with  the  corporate  net  income  and  capital  stock  taxes  which 
they  supplement o 

« 

Pennsylvania,  like  the  other  states,  has  not  developed  a uniform 
system  of  business  taxationo  Instead,  a number  of  special  taxes  are  levied 
which  are  adapted  to  the  peculiar  problems  of  certain  industries. 

Utilities,  including  transportation  and  communication  companies 
in  general  and  electric  utilities,  are  subject  to  a basic  8 mill  tax  on 
their  gross  receipts  in  Pennsylvaniao  An  additional  emergency  6 mill 
tax  has  been  imposed  in  recent  years.  The  tax  does  not  apply  to  pipe- 
lines transporting  natural  or  artificial  gas  nor  to  gas  utility  service. 

In  Pennsylvania  utilities  pay  the  corporate  net  income  as  well  as  the 
capital  stock  tax. 

The  estimated  yield  of  the  utility  gross  receipts  tax  in  the 
budget  proposed  for  1953-1955  at  a rate  of  14  mills  is  $29.5  million. 

Additional  revenue  could  be  obtained  by  extending  the  gross 
receipts  tax  to  the  sale  from  a sale  of  gas.  A tax  at  a rate  of  14  mills 
on  gross  receipts  should  yield  approximately  $2.5  million  a year. 

Banks  in  Pennsylvania  are  required  to  pay  a 4 mill  tax  on  the 
value  of  their  shares.  They  do  not,  however,  pay  either  the  capital 
stock  or  the  corporate  net  income  tax.  The  state  taxation  of  banks  is 
limi.ted  by  federal  legislation  concerning  the  taxation  of  national  banks, 
which  indirectly  affects  the  possible  taxation  of  state  banks.  In  the 
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fiscal  year  1952  the  Commonwealth  obtained  $4°!  million  from  the 
bank  shares  taxo 

Insurance  companies  in  Pennsylvania,  as  in  other  states,  are 
taxed  on  their  gross  premiiomso  The  Pennsylvania  tax  rate  is  2 per 
cent,  a rate  which  generally  compares  favorably  with  the  tax  rates 
in  other  states,  which  are  sometimes  higher o The  yield  of  the 
Pennsylvania  gross  premiums  tax  in  the  fiscal  year  1952  was  19*8  million, 
of  which  $6ol  million  were  returned  to  local  governments « 

A peculiar  problem  in  insurance  taxation  is  the  practice  of 
imposing  retaliatory  taxes  on  companies  from  states  which  increase 
their  taxes  and  apply  the  higher  rates  to  foreign  companies « If 
Pennsylvania  increases  its  tax  rate,  Pennsylvania  companies  doing 
business  in  other  states  may  therefore  have  to  pay  taxes  in  those 
states  exceeding  those  imposed  upon  domestic  corporations  and  even 
some  foreign  corporations o 

The  appropriate  tax  treatment  of  cooperative  corporations 
also  presents  complicated  problems o The  purpose  of  taxation  should  be 
that  of  raising  revenue  in  an  equitable  manner.,  The  problems  encoxintered 
here  are  difficult o If  the  net  income  tax  is  not  a suitable  tax,  a tax 
on  gross  income  could  be  employed « A gross  receipts  tax  at  a rate  of 
1 per  cent  would  have  yielded  approximately  $2o7  million  in  1952  from 
the  associatiohs  whose  gross  receipts  were  separately  reported  by  the 
Department  of  Revenue o Additional  revenue  would  have  been  obtained  if 
a similar  tax  had  been  imposed  on  the  gross  receipts  of  other  coopera- 
tive associationso 
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CHAPTER  VIII 


FEDERAL  AID  AND  STATE  REVENUES 

The  states  obtain  substantial  and  increasing  aid  from  the  federal 
government  for  education,  highways,  public  assistance,  and  other  functions. 

In  the  fiscal  year  1951,  federal  grants  to  the  48  states  were  $2,358.9 
million,  a sum  exceeding  one-fifth  of  their  tax  revenues  and  nearly  one-sixth 
of  their  total  revenues.  The  growth  of  federal  aid  to  the  states  is  shown 
in  Table  1. 

Federal  grants  to  15  selected  states  in  the  fiscal  year  1951  ere 
suamarized  in  Table  2.  According  to  the  U.  S.  Bureau  of  The  Census,  Pennsyl- 
vania received  $103*1  million,  distributed  in  this  manner: 


Public  assistance,  health,  and  welfare 

$53*5  million 

51*9^ 

Hi^ways 

21*8  « 

21*2 

Education 

11.2  " 

10*9 

Other  aid 

16*6  " 

16.0 

Federal  aid  varies  considerably  from  state  to  state.  Grants  may  be 
related  to  population,  area,  per  capita  iiKSome,  road  mileage,  needs,  or  other 
factors.  As  shown  in  Table  3,  Pennsylvania  ranked  third  in  total  grants  in 
1951  among  the  15  selected  states  and  seventh  in  per  capita  grants.  It  will 
be  recalled  that  Pennsylvania  ranks  third  among  these  states  in  total 
population  and  tenth  in  per  capita  income. 

An  examination  of  the  data  in  Table  3 indicates  that  federal  grants 
to  Pennsylvania  in  the  fiscal  year  1951  were  $12.78  per  capita.  Among  the 
15  selected  states,  grants  per  capita  ranged  from  $8,52  in  Maryland  to 
$22.43  in  California.  The  average  for  the  48  states  was  $15*38  per  capita* 
Federal  grants  to  Pennsylvania  were  equivalent  to  19*2  percent  of 
state  tax  revenues  in  the  fiscal  year  1951,  to  5*0  percent  of  federal  in- 
dividual income  and  employment  tax  collections,  and  0*6  percent  of  income 
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Table  1 - REVENUE  OF  STATE  GOVERNMENTS  BY  MAJOR  SOURCE 


(In  millions,  except  per  capita) 


Fiscal  Year 

Total 

Taxes 

Federal  Aid 

Other 

1940 

$ 4,493 

$ 3,313 

$ 663 

$ 517 

1941 

4,673 

3,606 

732 

335 

1942 

5,038 

3,899 

787 

352 

1943 

5,108 

3,923 

815 

370 

1944 

5,308 

4,087 

807 

414 

1945 

5,522 

4,349 

739 

434 

1946 

6,213 

4,980 

743 

490 

1947 

7,570 

5,776 

1,125 

669 

1948 

8,966 

6,732 

1,399 

835 

1949 

10,018 

7,380 

1,705 

933 

1950 

10,835 

7,912 

1,960 

963 

1951 

12,406 

8,934 

2,359 

1,113 

PER  CAPITA  REVENUE  OF  STATE  GOVERNMENTS  BY  MAJOR  SOURCE 


1940 

$34.12 

$25.16 

1 5.04 

$3.93 

1941 

35.12 

27.10 

5.50 

2.52 

1942 

37.67 

29.15 

5.88 

2.63 

1943 

38.13 

29.06 

6.08 

2.76 

1944 

40.01 

30.81 

6.08 

3.12 

1945 

41.79 

32.91 

5.59 

3.28 

1946 

44.41 

35.60 

5.31 

3.50 

1947 

52.80 

40.29 

7.85 

4.67 

1948 

60.97 

46.10 

9.58 

5.71 

1949 

67;43 

49.68 

11.48 

6.28 

1950 

71.90 

52.50 

13.01 

6.39 

1951 

80.88 

58.25 

15.38 

7.26 

Source:  U.  S.  Bureau  of  the  Census, 
for  each  year. 
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Table  2 - FEDERAL  AID  TO  STATE  GOVERNMENTS,  FISCAL  YEAR  1951 

(In  millions) 
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Table  3 - FEDERAL  AID 

Compared  with  State  Tax  Revenues  and  Federal  Internal  Revenue  Collections 
Fiscal  Year  1951  (in  millions,  except  per  capita) 
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payments.  The  ratios  of  grants  to  these  factors  varied  considerably  from 
state  to  state. 

Federal  grants  have  a tendency  to  cause  an  increase  in  state  expenditure 
for  public  assistance,  health,  welfare,  education,  highways,  and  the  other 
services  aided.  Frequently  the  states  must  match  the  federal  money  received, 
dollar  for  dollar.  Ordinarily  they  must  at  least  pay  a substantial  part 
of  the  total  cost.  The  entire  expenditure  is  likely  to  be  made  under 
federal  supervision.  It  is  inevitable  that  governments  granting  money  to 
other  governments  will  endeavor  to  control  its  expenditure,  both  as  to 
purpose  and  the  manner  of  spending  on  that  service.  Sound  financial  manage- 
ment requires  central  control  over  grants.  The  states  seek  control  over 
the  spending  of  aid  given  to  local  governments  and  must  expect  federal 
control  over  the  funds  they  receive. 

The  states  are  more  than  financial  middlemen  who  merely  transfer 
federal  funds  to  their  local  subdivisions.  While  the  states  received 
$2,538.9  million  in  federal  aid  in  the  fiscal  year  1951,  they  gave  almost 
twice  as  much,  or  $4,653.0  million  in  grants  and  shared  taxes  to  their 
local  units.  The  aid  given  by  the  15  selected  states  to  local  governments 
in  the  fiscal  year  1951  is  shown  in  Table  4,  It  will  be  noted  that 
Pennsylvania  distributed  $157.9  million  as  compared  with  the  $103,1 
million  received  in  federal  aid.  Of  the  total  aid  given  to  Penn^lvania 
local  governments,  $121, S million  went  for  public  schools.  This  was 
77.5  percent  of  the  total.  Highways  received  $10,0  million,  or  6,3 
percent  of  the  total, 

A study  of  the  data  assembled  in  Table  5 shows  that  state  aid 
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^Includes  combined  and  unallocable  aid,  some  public  safety  and  community  redevelopment  aid,  and 
all  aid  for  unspecified  purposes. 
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in  Pennsylvania  has  been  grcsVdng  in  amount  and  in  relation  to  total 
local  revenues.  In  the  fiscal  year  1950,  state  aid  was  $142,3  million, 
or  23,0  per  cent  of  total  local  revenues.  The  next  year  state  aid  had 
grown  to  $157*1  million  and  was  23,4  per  cent  of  total  local  revenues. 

In  the  fiscal  year  1952  state  aid  had  climbed  to  $186,0  million.  The 
great  bulk  of  state  aid  to  local  governments  in  Pennsylvania  is  given 
through  grants,  which  amounted  to  $l6l,l  million  in  t he  fiscal  year  1952, 
as  compared  with  $24,9  million  in  shares  of  state  taxes. 

Most  of  the  state  aid  goes  for  the  public  schools,  and  is  therefore 
a burden  on  the  General  Fund,  In  the  fiscal  year  1952  the  Commonwealth 
obtained,  according  to  the  State  Budget  Bureau,  $4*0  million  in  federal 
aid  for  education  exclusive  of  federal  aid  to  Pennsylvania  State  College 
but  spent  $150,3  million  for  aid  to  school  districts  out  of  the  General 
Fund,  In  addition,  the  Commonwealth  spent  $53*1  million  more  primarily 
for  administration  of  the  Department  of  Public  Instruction,  subsidies  to 
institutions  of  higher  education,  maintenance  of  state  teachers  colleges, 
and  contributions  to  the  School  Employes'  Retirement  Fund, 

Federal  aid  is  an  important,  but  minor,  addition  to  the  General  Fund 
revenues.  It  is  estimated,  by t he  State  Bureau  of  the  Budget,  at  $112,7 
million  in  the  present  bienniiun  and  at  $113,8  million  in  1953-1955.  It 
cannot  be  counted  on,  however,  to  meet  the  growing  costs  of  aid  to  local 
governments  or  the  expanding  expenditures  for  public  assistance  and  other 
state  functions. 

The  more  aid  a state  gives  to  the  local  communities,  the  more 
the  state  taxes  must  be  increased  to  supply  that  aid.  Local  tax- 
payers may  be  relieved  of  some  of  their  local  burdens  by  securing 
more  state  aid  for  their  local  governments,  but  their  state  tax 
burdens  are  bound  to  be  increased.  If  more  and  more  of  the  cost  of 
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the  public  schools  is  to  be  met  by  the  Commonwealth,  the  citizens  must 
anticipate  ever  higher  state  taxes. 

Neither  state  aid  nor  federal  aid  is  free  money.  The  illusion  of 
receiving  something  for  nothing  should  quickly  be  dispelled  by  the 
realization  that  the  transferring  of  more  and  more  responsibility  for 
public  services  over  to  the  state  and  federal  governments  must  inevitably 
increase  state  and  federal  taxes.  Moreover,  all  taxes,  state  and  federal, 
as  well  as  local,  must  come  out  of  the  purses  of  the  citizens  somehow. 

And  the  "tax  take"  may  be  greater  because  of  the  increased  administrative 
costs  arising  from  the  central  collection  of  taxes  and  their  redistribution 
back  to  the  local  communities. 

The  federal  government  collected  $2,068  million  in  individual 
income  and  employment  taxes  alone  in  Pennsylvania  in  the  fiscal  year  1951, 
vdien  the  Commonwealth  received  $103  million  in  federal  aid.  And  the 
Commonwealth  collected  $498  million  in  state  taxes  that  year  while 
distributing  $163  million  back  to  the  local  governments  in  aid.  Of 
course  a great  part  of  t he  federal  taxes  goes  to  finance  national  defense 
and  a large  portion  of  the  state  taxes  is  directed  into  state  expenditures 
for  the  public  schools. 

Statistics  are  not  available  to  demonstrate  the  precise  relationship 
between  federal  and  state  aid  and  the  total  taxes  the  citizens  must  pay, 
even  if  they  are  able  to  keep  their  local  taxes  down,  but  it  is  evident 
that  the  people  are  not  escaping  added  tax  burdens  by  advocating  or 
accepting  the  centralization  of  government  in  the  state  and  national 
capitals.  The  point  in  emphasizing  this  relationship  is  that  the 
citizens  should  be  aware  of  the  total  costs  of  government  so  they  will 
be  in  a position  to  decide  what  taxes  they  are  paying,  where  the  money 
goes,  and  whether  they  are  getting  their  money's  worth.  If  the  citizens 
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are  intelligently  aware  of  the  governmental  spending  and  taxing 
relationship,  they  should  be  willing,  if  they  approve  greater 
central  spending,  to  pay  higher  state  as  well  as  federal  taxes. 

Summary 

Pennsylvania  and  other  states  obtain  substantial  and  increasing 
federal  aid  for  education,  highways,  public  assistance,  and  other 
functions.  It  is  estimated  that  General  Fund  revenues  from  federal 
aid  will  amount  to  $112.7  million  in  the  present  biennium  and 
$113.8  million  in  1953-1955. 

Using  U.S.  Bureau  of  the  Census  data,  the  Commonwealth  re- 
ceived $53.5  million  for  public  assistance,  health,  and  welfare 
and  $11.2  million  for  education  in  federal  aid  in  the  fiscal  year 
1951.  Highway  aid  was  $21,8  million  and  other  aid  $16.6  million. 

Federal  grants  to  Pennsylvania  that  year  were  $12,78  per 
capita,  which  was  0,6  per  cent  of  the  per  capita  income.  Federal 
aid  was  more  generous  to  Pennsylvania  on  a per  capita  and  income 
payments  basis  than  to  some  states,  but  less  generous  than  it  was 
to  other  states. 

The  Commonwealth  distributes  substantially  more  aid  to  its 
local  subdivisions  than  it  receives  from  the  federal  government. 

In  the  fiscal  year  1951  it  received,  according  to  the  U.S.  Bureau 
of  the  Census,  $103.1  million  in  federal  aid  and  gave  $156,1  million 
in  state  aid,  largely  for  the  public  schools. 

The  more  aid  a state  gives  to  the  local  communities,  the  more 
the  state  taxes  must  be  increased  to  supply  that  aid. 

Neither  state  aid  nor  federal  aid  is  free  money.  Such  aid 
must  be  paid  out  of  higher  taxes  on  the  citizens.  More  central 
control  must  also  be  expected. 
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Chapter  IX 


3T;.  ‘S  AM)  LCC/JL  GOVERNMENTAL  FLISFONSTMlITTSS  AND  'L-'LS 

State  tax  requirements  are  definitely  related  to  the  i.ir.-^ncial 
aid  the  state  government  must  give  to  local  governments  as  lye'i ’■  as  to  the 
appropriate  direct  state  share  of  the  cost  of  those  public  sei~viees  which 
are  of  state«ivide  concerno  The  more  responsibi7Lit:t es  local  goverriments 
can  assume^  the  less  will  be  the  need  to  increase  state  taxes o 

Itie  importance  of  State  aid  to  Pennsylvania  local  governments 
was  indicated  in  the  preceding  chapter <,  State  aid  had  exp  anded  to  $186.3 
million  in  1952c  Grants  had  grown  to  |l6lc2  50.111071  in  1952^  of  which 
|l50o3  million  were  given  for  educationc.  Local  shares  cf  State  taxes 
were  |25cl  million  in  1952* 

Of  total  local  governnent  revenues  of  $672 o6  million  in  I95I5 
local  tax  collections  tctal-led  $5lUc7  million  and  State  aid  .amounted  to 
$157 c 9 million* 

Local  governments  should  be  responsible  for  those  services  which 
can  be  performed  most  effectively  at  the  local  level  such  as  police  and 
fire  protectioUc  Some  functionSj  such  as  education^  healthy  through  high- 
ways j,  and  public  welfare^  are  of  both  state  and  local  concern  because  they 
are  maintained  for  the  benefit  of  the  whole  state  as  well  as  that  of  the 
localityo  Jn  the  state  and  local  sharing  of  the  costs  of  these  services 
it  is  not  always  clear  how  much  of  the  cost  should  fall  to  the  local 
governments  and  how  much  to  the  state*  A deciding  factor  will  undoubtedly 
be  the  relative  availability  of  local  and  state  revenue  resources o 
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The  expansion  of  state  tax  revenues  hy  tiovelopin^  nev  sources  of 
funds 5 is  also  related  to  the  utilization  of  sales,  income,  per  capita, 
amusement,  and  other  new  local  taxes » If  state  and  local  governments  are 
to  compete  in  the  broad  areas  of  nonproperty  taxes  for  revenue,  serious 
conflicts,  duplications,  inequalities,  and  administrative  and  compliance 
costs  majr  arise » Appropriate  sources  of  tax  revenues  must  be  reserved  for 
both  the  state  and  local  governments « 

Some  taxes,  as  those  imposed  upon  alcoholic  beverages,  cigar- 
ettes, personal  and  corporate  incomes,  retail  sales,  and  the  transfer  of 
property  by  gift  or  bequest,  which  tax  the  results  of  economic  activity 
conducted  over  a wide  area,  can  be  administered  more  effectively  and 
complied  with  by  the  taxpayers  with  the  least  inconvenience  if  they  are 
levied  at  the  state,  rather  than  the  local,  level <>  Where  uniformit"  and 
equity  of  application  over  a large  area  are  vital,  as  in  the  taxation  of 
commerce,  industry,  and  finance  flowing  from  one  community  to  another, 
state  tax  jurisdiction  is  also  preferable  to  local. 

Under  favorable  administrative  conditions,  real  estate  and  per 
capita  taxes  can  be  collected  satisfactorily  at  the  local  level.  The 
assessment  of  property  for  taxation  is  a very  difficult  valuation  process, 
however,  and  experience  over  the  United  States  has  demonstrated  the  need 
for  some  state  assistance  to  local  governments  in  attaining  reasonable 
success  in  property  tax  administration.  The  tax  departments  of  a number 
of  states  arrange  conferences  for  the  training  of  local  assessors,  provide 
expert  assistance  to  the  local  governments  desiring  it  in  overcoming  tech- 
nical difficulties  in  property  valuation,  and  otherwise  aid  the  local 
governments  in  improving  property  tax  administration.  In  Pennsylvania, 
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however  , state  action  is  largely  limited  to  encoiir^^ing  confei  snces  of 
local  tax  officials  and  assembling  data  on  property  values,  tax  assess- 
ments, and  tax  collections ^ In  this  process  of  public  enlightenment  the 
State  Tax  Equalization  Board,  the  Department  of  Internal  Affairs,  and  the 
Department  of  Public  Instruction  have  participated,  Hie  local  govern- 
ments must  depend  almost  entirely  on  their  own  initiative  in  property 
taxation,  which  suffers  materially  from  inadequate  sadmnistration  in  many 
communities  9, 

The  one  great  source  of  revenue  which  local  governments  can 
generally  develop  to  a relatively  high  degree  is  the  real  estate  tax 9 
Within  rational  limits  and  with  an  honest  and  intelligent  effort  to  remedy 
glaring  inequalities  of  burden  and  to  avoid  pushing  it  to  excessive 
heights,  the  real  estate  tax  can  be  relied  upon  to  ^'leld  large  and  indepen- 
dent local  revenues®  This  field  is  therefore  being  increasingly  left  to 
the  local  governments  throughout  the  United  States,  as  is  indicated  in 
Table  1,  which  shows  the  state  and  local  property  taxes  imposed  in  the  1$ 
states. 

In  Table  2,  the  state  and  estimated  local  property  tax  collections 
in  1951  in  19  states  and  the  United  States  are  summarized®  Pennsylvania 
collected  an  estimated  $39^  million  of  local  property  taxes. 

This  was  76.9  per  cent  of  local  tax  collections  and  37,6  per 
cent  of  state  and  local® 

New  Jersey  collected  about  the  same  amount  in  local  property 
taxes  but  this  was  9U«0  per  cent  of  local  tax  collections  and  67® 7 per  cent 
of  state  and  local,  the  highest  ratio  of  any  of  the  19  states®  For  United 
States  as  a whole,  estimated  local  property  tax  collections  of  $7«U  billion 
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Among  the  states  compar'ed  in  this  study,  only  Indiana., 
Maryland,  North  Carolina,  Ohio,  West  Virginia,  and  Wisconsin  still  levy 
state  taxes  on  real  and  tangible  personal  property.  But  at  the  sarre 
time,  as  no -bed  above,  the  state  governments  generally  are  giving  an  in- 
creasing amount  of  assistance  "to  local  go'vemiiients  in  meeting  the  cocplex 
and  difficult  problems  of  property  tax  assesscsent  and  administration. 
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(a)  Securities  issued  by  Pennsyl^rania  corporations  are  subject  to  the  state  capital  stock 
and  corporate  loans  taxes  but  are  exempt  from  the  local  taxes  on  intangibles. 
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The  real  property  tax  is  a venerable  American  institutiono  As 
late  as  1913  it  supplied  nearly  half  of  the  total  American  tax  revenues. 

By  1952,  however,  when  the  property  tax  furnished  $8.0  billion  in  all  the 
states,  it  supplied  only  10,0  per  cent  of  the  total  taxes,  excluding  pay- 
roll charges.  The  personal  income  tax  then  returned  l31o9  billion,  the 
corporate  income  and  profits  tax  $22,0  billion,  the  various  excises  and 
selected  sales  taxes  $7o6  billion,  and  the  general  sales  taxes  of  state 
and  local  governments  $2,8  billion. 

After  attaining  a peak  national  yield  of  approximately  $5,0 
billion  in  1930,  the  property  tax  deteriorated  as  a revenue  with  the  drop 
in  real  estate  values  in  the  market  and  the  slump  of  personal  and  business 
incomes  during  the  early  1930 "So  Contributing  to  the  decline  of  the  prop- 
erty tax  were  the  careless  methods  of  local  government  financing  of  improve- 
ments in  the  late  1920* s and  the  uncontrolled  local  spending.  In  addition, 
the  tax  was  commonly  both  poorly  and  unequally  adsdnistered.  An  anti- 
property  tax  movement  arose  over  the  country  which  sought  to  limit  property 
tax  rates  and  secure  increased  state  aid. 

The  adoption  of  new  state  taxes  on  retail  sales,  personal  incomes, 
cigarettes,  and  other  commodities  and  services  and  the  increases  in  existing 
taxes  during  the  past  two  decades  may  be  attributed  to  the  resistance  to  in- 
creased property  taxes,  as  well  as  to  the  pressure  for  greater  state  aid  to 
local  governments  and  the  demands  for  the  states  to  assume  more  direct  re- 
sponsibility for  financing  education,  lie'aLth,  welfare,  and  other  functions. 

In  this  process  property  tax  increases  may  have  been  avoided  or  slowed  down 
but  other  new  taxes  have  been  devised  to  burden  the  taxpayers. 

As  the  resist|ance  to  new  state  taxes  has  increased,  a counter 
movement  appeared  in  Pennsylvania,  New  fork,  California,  and  other  states 
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in  the  lat-ei:*  19)!iO’s  and  the  early  19^0‘s  to  relieve:  the  pressure  0:1. 
the  state  trea.i=>uries  encouraging  local  governments  to  develop  uavr 
tax  sources.  The  celebrated  "Act  48!"^  adopted  the  legislature  in 
Pennsylvania  in  19lt9s  had  stiiaulated  our  local  governaents  to  impose 
232  income  taxes,  3I4O  amusement  taxes,  1,389  per  capita  taxes,  and  this 
act  perm  tied  local  governments,  mth  some  exceptions,  to  tax  any  object 
which  the  Goaffionwealth  cou^-d,  but  did  not  tax.  This  resulted  in  many 
new  levies  by  March  20,  1953  as  shown  in  table  3»  Pennsylvania  has  gone 
farther  than  any  other  state  in  opening  up  -bo  local  comcfunities  the 
opportunity  to  impose  a great  variety  of  taxes.  Hew  York  and  the  other- 
states  have  generally  limited  local  governments  to  a small  number  of 
taxes  y/hich  are  best  adapted  to  local  aoMnistration,  California,  how- 
ever, has  experienced  a wave  of  nearly  l50  loeH  sales  taxes  among  her 
cities®  Because  of  the  iistei^erate  use  wiiich  some  local,  governments  had 
made  of  "Act  48I",  the  General  Assembly  in  1951  wisely  placed  certain  re- 
straints upon  the  local  governuients  in  the  levy  of  nonproperty  taxes. 

The  impoi  '.iaiice  of  property,  income,  per  capita,  amusement, 
mercantile  and  other  taxes  in  the  Perinsylvania  local  revenue  structure 
is  indicated  in  Table  4,  sujmaari2sing  local  tax  collections  in  1950® 

The  great  preponderance  of  revenues,  #372,1  million  of  total  taxes  of 
$kn»S  million  were  derived  from  real  estate  taxes.  Personal  property 
taxes  furnished  only  111;® 2 million.  Income  taxes  supplied  million, 

per  capita  taxes  #20,2  Bsillion,  and  other  taxes  lesser  amounts® 
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TADLS  3 “ EXTENT  OF  USE  OF  ACT  U8l  BY  ELIuiYCY:  LOCAL  'iJTCTS. 

As  of  March  20.  193''’. 


Local  Unit 

Number  Eligible 
Under  Act  h8l 

Number  Levying 
toe  Or  More  Taxes 

2nd»  vClass 

Citjr 

1 

1 

2nd.  Class  A 
City 

1 

1 

3rd  Class 
Cities 

ii7 

U5 

Boroughs 

9^2 

367 

Xsi/Q 

Tovmships 

60 

29 

2nd.  Class 
Townships 

1502 

179 

School  Distric 
Total 

ts  ^ 

250h 

iLnU 

^Philadelphia  & Pittsburgh  School  Districos  Excluded 

NUMBER  OF 

TAXES  IE7TSD  UNDER.  ACT  li8l  BY  LOCAL 
As  of  March  20,  1953 

UNITS 

Type  of 

Tax 

s Boroughs 

1st.  Class 
Townships 

2nd  Glass 
Townships 

School 

Districts 

Total 

Amusement 

3? 

120 

10 

15 

170 

350 

Business 
Privilege  &■. 
Mercantile 

22 

15 

1 

- 

23 

61 

Deed  Transfer 

2 

23 

13 

17 

166 

221 

Income 

11 

73 

2 

- 

200 

286 

Mechanical 

Devices 

8 

8U 

3 

~ 

3U 

129 

Per  Capita 

178 

ii 

1U9 

1093 

1129 

Trailer  Tax 

7 

1 

27 

UU 

79 

Others 

2 

17 

2 

1 

37 

59 

8^ 

517 

36 

209 

Tf67 
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The  revenue  possibilities  of  local  taxes  on  incomes,  sales, 

and  other  objects,  as  well  as  property,  are  limited.  If  those  taxes 

are  too  high,  employment,  investment,  and  trade  will  be  driven  away, 

'■The  administration  of  income  and  sales  taxes  is  also  particularly 

\ 

difficult  for  small  jurisdictions,  and  a relatively  large  amount  of 
evasion  is  likely  to  occur.  The  communities  with  limited  commercial, 
financial,  and  industrial  activity  cannot  expect  to  obtain  much  revenue 
from  income  and  sales  taxes.  Finally,  if  such  taxes  multiply,  the  point 
is  finally  reached  where  the  substantial  revenue  sought  can  be  prociired 
less  expensively,  more  equitably,  and  more  conveniently  for  the  taxpayers 
and  local  governments  by  the  resort  to  state-wide  taxes  on  income  or  sales, 
the  collections  of  which  are  shared  with  the  local  governments. 

At  most,  new  local  taxes  can  be  expected  to  provide  important 
supplemental  revenues  to  property  taxation.  The  bulwark  of  local  revenue 
systems  has  been  and  must  continue  to  be  the  real  estate  tax,  which  should 
be  improved  in  every  respect  possible.  It  should  not  be  carried  to  ex- 
cessive heights,  however,  nor  should  it  be  regarded  as  the  only  possible 
source  of  local  tax  revenue,  particularly  in  communities  where  other 
sources  are  available.  On  the  other  hand,  more  revenue  could  equitably 
be  raised  from  property  taxation  in  many  communities  without  seriously 
detrimental  effects  to  the  local  economy,  if  the  appropriate  and  well  known 
reforms  needed  in  property  assessment  and  tax  administration  were  taken. 

Some  questions  to  be  considered  in  the  use  of  the  property  tax 
as  a local  revenue  are  its  burdens  on  specific  properties  and  its  relation- 
ship to  the  economic  activity  of  the  community.  Every  locality  desires  a 
flourishing  level  of  employment,  investment,  and  business  activity. 
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Statisticnl  reports  of  the  State  Bureau  of  Statistios„  School  District  Annual  Financial  RepoTt,s  on  file 
ft  Dspartm ont  of  Fuhlic  Instructioiij  Annual  Financial  Reports  on  file  with  t hs  Division  of  Budgets  and 
of  the  Suate  Bureau  of  Statistics,  Mimeographed  release  by  State  Bureau  of  l^unioipal  Affairs  on  A-fc  481 
and  Quarterly  Reports  of  the  Treasurer  of  the  City  of  Phi lade iphia o 


The  pi'Dperty  tax^  along  with  other  influences^  is  oi  importancr-i  in  attract- 
ing or  discouraging  individuals  and  business  firns  in  locating  in  the 
ccanmunity.  If  the  property  tax  is  not  to  retard  the  economic  life  of 
the  community^  it  must  be  imposed  with  reasonable  restraint  in  such  an 
equitable  and  efficient  manner  that  it  will  not  be  an  economic  .drag 
and  it  will  have  the  support  of  the  citicenSo 

It  should  be  noted  here  that  the  state  has  placed  limitations' 
on  the  tax  rates  which  local  governments  may  impose  upon  real  property » 

These  are  summarized  in  a table  in  the  appendix.  These  limitations  in 
tax  rates  are  intended  to  provide  a further  safeguard  to  property  owners 
against  the  increases  in  tax  burdens  which  may  be  placed  upon  them.  At 
the  local  governmental  levels  as  elsewhere j however ^ public  expenditures 
must  be  kept  within  rational  bounds  if  tax  burdens  of  one  sort  or  another 
are  not  to  increase  indefinitely  and  excessivel3’’5  and  indirectly  by 
borrowing  or  other  expedients  if  not  directly  by  taxation. 

Toe  Taxation  of  Machinery 

In  some  of  the  Pennsylvania  counties  and  cities  business  machinery 
and  equipment  are  being  assessed  along  with  real  estate  and  are  being 
taxed  as  real  property.  The  increases  in  the  assessed  value  of  industrial 
machinery  in  Allegheny  County  and  the  City  of  Erie  have  been  particularly 
conspicuous.  Peculiar  problems  are  created  by  this  practice.  Tax  students 
would  probably  generally  agree  with  the  recent  statement  of  the  Connecticut 
State  Tax  Survej’’  Committees  ^Experience  of  local  assessors  in  Connecticut 
as  well  as  in  other  states  indicates  generally  unsatisfactory  results  in 
the  assessment  of  this  class  of  property, Si  its  report  the  Committee 
appraised  the?  defects  prevailing  over  the  country  in  the  attempts  to  tax 
uhe  tangible  personal  property  of  manufacturers,  merchants,  and  others  in 

1/  See  its  Eeport  of  19U9>  173° 
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the  form  of  machinery  and  inventories.  This  Committee  reccmnended  the 

exemption  of  tangible  business  personal  property,  including  machinery  and 

inventories,  fron  taxation  and  the  use  of  more  suitable  sources  of  local 

2/ 

revenue* 

Tlie  difficulties  arising  in  the  valuation  of  machinery  and 
equipment  are  so  numerous  and  serious  that  they  can  hardly  be  overcome 
by  local  assessing  agencies.  Valuations  are  not  only  prone  to  be  very 
inaccurate,  they  may  also  vary  greatly  among  taxpayers  and  be  the  source 
of  major  inequities  in  busjjiess  taxation.  The  valuation  process  inevitably 
becomes  one  of  ^negotiation”,  in  -which  some  taxpayers  are  favored  and  others 
are  punished.  Even  if  the  problems  of  valuation  could  be  overcome  -fs-ith 
reasonable  satisfaction,  however,  local  taxes  on  machinery  and  equipment 
may  become  so  burdensome  as  to  retard  local  business  activity.  Dis- 
criminatory and  unequal  taxes  among  localities  set  up  barriers  to  the  free 
flow  of  production  and  employment  and  should,  wherever  possible,  be  avoid- 
ed. Finally,  machinery  and  equipment  are  not  real  estate  in  any  ordinary 
sense  and  should  not  be  included  in  the  base  of  a real  property  tax. 

The  appai’ent  remedy  required  to  end  the  local  taxation  of 
machinery  and  equipment  and  to  prevent  its  spread  into  other  ccmmunities 
is  -the  enactment  of  appropriate  state  legislation  providing  for  the  specific 
exemption  of  such  property  from  local  taxation.  Under  the  circumstances, 
this  remedy  appears  to  be  warranted. 

The  Taxation  of  Intangible  Personal  Property 

Another  area  of  local  property  taxation  in  which  reforms  are 
desirable  is  that  involving  intangible  personal  property.  It  is  mentioned 
here  because  the  needed  reforms  apparently  call  for  State  action, 

2/  See  the  same  Report,  p,  175 « 
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fhe  eo'uiEities  ©©llest  a fowr  mill  tax,  imposed  bj  state  legislation  , on 
certain  ®i  intangibles o Similar  taxes  are  also  collected,  again 

tnder  a state  iaandate,  by  the  school  districts  of  Philadelphia  and 
Pittsbnrgho  fotal  yield  from  personal  property  taxation  in  J..950  has 
|14o2  millisno  (See  Table  4)o 

The  taxation  of  intangibles  has  encountered  discouraging  diffi- 
cuities  in  all  of  the  states  because  of  the  ease  with  which  they  may  be 
hidden  from  the  assessors  and  the  great  obstacles  to  be  o-^ereoms  in  tneir 
TOluationo  The  effecti'^eness  of  administration,  which  is  probably  rather 
low  at  best,  ■paries  from  county  to  county  in  Pennsylvania „ Tax  students 
bava  long  regarded  state  administration  as  essential  in  the  taxation  of 
intangibleso  But  the  states  have  also  largely  failed  in;resching  intan= 
gibleso  The  tendency  has  been  to  tax  the  income  from  securities,  either 
with  a special  income  tax  limited  to  intangibles  as  in  Michigan  and  Ohio, 
or  with  a general  income  tax,  as  in  many  of  the  states o 

Another  factor  to  be  considered  in  diS'Sussing  the  taxation  of 
intangible  personal  property,  is  its  effect  on  the  total  borrowing  capacity 
of  the  counties o fable  5 shows  the  importance  of  personal  proper'ly  to  the 
total  assessed  valuation  in  each  county  and  indicates  the  effect  ©n  the 
borrswing  capacity  of  .its  removal  from  the  total o The  loss  in  borrowing 
capacity  to  all  counties  in  the  Commonwealth  would  total  $213,982,000,  a 
loss  of  2o4  P®r  cent  of  the  present  borrowing  capacityo 

If  intangibles  are  to  be  taxed,, they  should  be  taxed  on  their 
inOTme  rather  than  upon  the  so-called  market  value,  which  may  be  deter- 
mined primarily  by  factors  other  than  current  income  status o The  adminis- 

4 * 

tration  of  an  income  tax  can-  be  strengthened  with  the  aid  of  the  federal 
govsrrmiient , which  will  make  available  to  the  states  the  information  it 


ix  = 14 


■ t.’ 


^7, 


y& 


:-;‘3o^:,vS ' i^c: 

■yyy-  3[m$3 

y' c i vtji'j,  xi 


%' 


•Jii,  -Ji'ixjiy 


«.  ‘ 


'■  .■".  ; - . yu.  ':;>. 


,u‘»?iV-q;.<:3ifi^?  1 

S-?  :0<f 


..'I' V".  .,.  I - ! '.-.i'M'  j 


S;Xir,K.,sj((<)'  miif  p3(^u' t 


■ 'V  .' '\ir.s(,v  :i;t'i  .‘' 

• ',.>■’ 

/.■'  3'' , ’ 

i e.  ' 

. T ^ • 

'■ 

I:, 

i 

•■ ' f 

»i  .■; 


possesses  concerning  the  incomes  of  particular  .LndivL duals 

A state  tax  on  investment  income  from  interest^  dividends, 
royalties^  and  net  rents  received  from  investments  in  Fennsylva.aia  by 
non-residents  and  the  total  of  such  income  paid  to  residents,  at  a rate  of 
2 per  cent,  would  have  an  estimated  annual  yield  of  ^20,000,000,  If  such  a 
tax  should  be  imposed,  the  local  taxes  on  intangible  personal  pi’operty 
should  be  repealed  and  the  local  revenue  loss  should  be  offset  by  a share 
of  the  state  tax  on  investment  income , 
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TABLE  5 - EFFECT  OF  REMOVAL  OF  PERSONAL  PROPERTY  FROM  ASSSSSMEKT  VALUATION 
^BORROTOG  capacity  of  counties,  1953..  (in  ThousandsT 


Current 

Current 

Borrowing 

Assessed 
Valuation 
with  Personal 

Borrowing 
Capacity 
7%  with 
Personal 

at  Borrowing 

Loss  in  Capacity  at 
Borrowing  10^  with 

Assessed 

Capacity 

Property 

Property 

Canacity 

Personal  Pi 

County 

II  ,11  M-  1 

Adaras 

valuation 

at  7% 

Exempted 

Exempted 

at  7% 

erty  Exempt 

$7.  21;,  ^01 

? 1,71^ 

$ 19,761+ 

f 1,383 

1 331 

$ 1,976 

Allegheny 

880^0^0 

201,603 

2,262,187 

158,353 

i+3,250 

226, 218 

Arras trong 

59j,001 

lt,130 

54530 

3,817 

312 

5,1+53 

Beaver 

10,050 

129,51^0 

9»067 

982 

12,951+ 

Bedford 

20,618 

l,IiU3 

17,508 

1»225 

217 

1,750 

Berks 

306,107 

21,1+27 

239,037 

16,732 

]+,694 

23,903 

Blair 

88,103 

6,167 

73,312 

5,131 

1,035 

7,331 

Bradford 

28,761 

2,013 

19,529 

1<.367 

61+6 

1,952 

Bucks 

l6iiplo6 

11,1+87 

11435? 

8,005 

3,1+82 

11,1+35 

Butler 

101,232 

7,086 

78,037 

5,1*62 

1,623 

7,303 

Cambria 

172,6^0 

12,085 

159,1+07 

n,i58 

927 

15,91+0 

Cameron 

1i,183 

292 

3,018% 

211 

81 

301 

Carbon 

39,126 

2,738 

31+,69B 

2,1+28 

309 

3^1*69 

Centre 

25,730 

1,801 

14300 

1,351 

1+50 

1,930 

Chester 

221, 9U8 

15,536 

139,379 

■ 

S,ri9 

13,937 

Clarion 

19,188 

1,31*3 

11,358 

795 

51*8 

1,135 

Clearfield 

22,393 

1,567 

16, 202 

1,131+ 

1+33 

1,620 

Clinton 

17,U82 

lp223 

13,1*53  ■ 

91a 

281 

1>3!*5 

Columbia 

3ii,537 

2,1+17 

30,803 

2,15^ 

261 

3,030 

Craisford 

7U,132 

5,189 

1+7,093 

3,296 

1,892 

.4709 

Cumberland 

79,355 

5,551+ 

67,1+1+1 

4720 

833 

6,71+1+ 

Dauphin 

191,980 

13,1+38 

1:55,685 

10,897 

2,51+0 

15,568 

Delaware 

598,^97 

1+1,891+ 

1+01,71+2 

28,121 

13,772 

1+0,171+ 

Elk 

12,811 

896 

9,572 

670 

226 

957 

Erie 

191,075 

13,375 

151,018 

10,571 

2,803 

15,101 

Fayette 

95,  U70 

6,682 

82,21+0 

5,756 

926 

8,221+ 

Forest 

2,632 

181+ 

2,599 

181 

2 

259 

Franklin 

50,606 

3,51+2 

38,261+ 

2,678 

863 

3,826 

Fulton 

2,982 

208 

2,665 

186 

22 

266 

Greene 

46,122 

3,228 

1+2,118 

2,91+8 

280 

4211 

Huntingdon 

31,520 

2,206 

28,330 

1,983 

223 

2,833 

Indiana 

ii5,55o 

3,188 

1+3,550 

3,01+8 

ll+O 

4355 

Jefferson 

28,277 

1,979 

23,111+ 

1,618 

361 

.2,311 

Juniata 

S^Okk 

1+23 

5,l+l+2 

379 

1+3 

51+2 

Lackawanna 

191, 5ia 

13,1+07 

158,965 

11,127 

2,280 

15,896 

Lancaster 

218,682 

15,307 

163,716 

11,1+60 

3,81+7 

16,371 

Lawrence 

90,383 

6,326 

76,9UU 

5,386 

9I+0 

7,691+ 

Lebanon 

9U,865 

6,61+0 

79,631+ 

5,571* 

1,066 

7,963 

Lehigh 

221,510 

15,505 

169,81+0 

11,888 

3,616 

16,981+ 
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Borrowing 


Assessed 

Capacity' 

at 

Borrowing 

Current 

Valuation 

7%  'rtith 

Loss  in 

Capacity  at 

Current 

Borro-vving 

with  Personal 

Personal 

Borrowing 

IC^  with 

Assessed 

Capacity 

Property 

Propertv 

Capacity 

Personal  Pr 

Coiinty 

Valuation 

at  7% 

Exempted 

Exersyjted 

at  1% 

erty  Exempt 

Luzerne 

$ 

$ 21,082 

1 26i7W“ 

$'  18,310 

1 2,772  ; 

2'^i58  ' 

Incoming 

^S,122 

6, 068 

62,226 

c;  QtXir 

I0II2 

6,222 

McKean 

65  158 

6,561 

62,296 

2,960 

1,600 

1,229 

Mercer 

98,272 

6,879 

76,908 

5,363 

1,695 

7,690 

Mifflin 

22,602 

1,582 

18,611 

1,288 

293 

1,861 

Monroe 

28,7U7 

2,012 

21,616 

1,699 

513 

2,161 

Montgomery 

771,  iiia 

56,000 

389,251 

27,267 

26,753 

38  <,925 

Montour 

6,l50 

630 

6,900 

363 

87 

690 

Northampton 

193,182 

13,522 

150,786 

10,55^ 

15,C78 

Northumberland  it?  ,076 

3,295 

36,536 

2,557 

737 

Perry 

12,5147 

878 

11,352 

796 

83 

1,135 

Philadelphia 

3,776,117 

266,328 

3,128,112 

2:^,S,96'7 

55,361 

321  918 

Pike 

lli,56,)4 

1,019 

12,337 

8d3 

155 

:-.,233 

Potter 

6,893 

682 

5,797 

605 

76 

579 

Schuylkill 

102,773 

7,196 

90,827 

6,357 

636 

9 032 

Snyder 

9,305 

651 

8,620 

603 

67 

862 

Somerset 

60,362 

2,825 

33,673 

? 7'i'4 

682 

3,3W 

Sullivan 

6,085 

285 

3,ii57 

262 

63 

365 

Susquehanna 

20,963 

1,667 

18,037 

1,262 

20I4 

1.303 

Tioga 

17,131 

1,199 

12,857 

900 

299 

1,285 

Union 

11,678 

S17 

9,368 

656 

163 

936 

Venango 

106,706 

7,329 

39,778 

2,786 

6,566 

3,977 

Warren 

37,128 

2,599 

22,377 

1,566 

1,032 

2,237 

Washington 

181,378 

12, 696 

153,503 

10,765 

li,95l 

15,350 

Wayne 

23ol78 

1,622 

18,810 

1,316 

305 

1,881 

Westmoreland 

2h8.709 

17,609 

186,192 

12,893 

6,5i6 

18,619 

Wyoming 

10,957 

767 

9,686 

666 

102 

968 

York 

161,331 

9,893 

96,691 

6<,756 

3438 

9,669 

Total 

$13,002,667 

$910,185 

$10,168,553 

$696,167 

$213,982  $1, 

,016,855 

SOURCES  State  Department  of  Internal  Affairs » Data  have  been  rounded. 
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The  Overall  Local  Financial  Problem 


The  overall  local  expenditure -tax  problem  in  Pennsylvania  is 
one  of  very  large  proportions.  The  total  expenditures  of  local  govern- 
nients  in  the  fiscal  year  1951  were  $367.'^  mllllon_,  including  state  aid 
and  small  direct  federal  grants. 

Local  government  taxes  in  the  fiscal  year  1951  were  $51^.0 
m.illlon  as  compared  with  Pennsylvania  state  taxes  of  $537.1  million^ 
as  reported  by  the  U.  S.  Bureau  of  The  Census. 

The  net  bonded  debt  of  Pennsylvania  local  governniente  at  the 
end  of  the  fiscal  year  1951  was  the  huge  sum  of  $884.2  million.  The 
net  floating  debt  amourxted  to  $44.5  million. 

Pennsylvania  Local  Governments  are  JJumerous 

The  important  part  of  the  problem  of  controlling  local  expen- 
ditures, taxes,  and  debts  is  the  development  of  the  most  efficient  manage- 
ment of  local  government  activities  and  the  elimination  of  unnecessary 
local  governmental  machinery. 

In  1951^  according  to  the  Bureau  of  the  Census,  there  were 
119,636  units  of  local  government  in  the  United  States,  an  overall  decrease 
of  35^651  units,  or  23. 0 per  cent,  as  compared  with  1942.  (See  Table  6). 

School  districts  declined  in  number  from  108,579  "to  70,452,  a 
decrease  of  38,037  units,  or  35*1  per  cent.  In  many  states,  special 
districts  for  fire  protection,  water,  sewer  and  other  purposes  increased 
in  number  between  1942  and  1951. 

The  Bureau  of  the  Census  tabulation  shows  an  aggregate  decline 
of  85  local  units  in  Pennsylvania  from  1942  to  1951,  a decrease  of  I6.I 
per  cent. 
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Table  6 - LOCAL  GOVERNMENTAL  UNITS,  19^2  - 1951 


Per  Cent  Increase 


United  States 

1942 

1951 

or  Decrease  (- 

Total 

155; 067 

119; 656 

- 25.0 

Counties 

5,090 

3;  049 

School  Districts 

108,579 

70,452 

- 35.1 

Municipalities  (b) 

16,220 

16,677 

2.3 

Townships 

18,919 

17,338 

- 8.4 

Special  Districts 

8,299 

11,900 

43.4 

PENNSYLVANIA 

Total 

5;  262 

5;  177 

- 16.1 

C ount le  s 

66 

66 

0.0 

School  Districts 

2,546 

2,519 

- 1.1 

Municipalities  (b) 

984 

989 

0.5 

Townships 

1;575 

1;573 

- 0.1 

Special  Districts 

91 

30 

- 67.7 

New  York 

Total 

8,338 

4,582 

- 45.0 

Counties 

57 

57 

0.0 

School  Districts 

6,064 

2,095 

- 65.5 

Municipalities  (b) 

610 

612 

0.3 

Townships 

932 

932 

0.0 

Special  Districts 

675 

886 

31.2 

Source:  U.  S.  Bureau 

of  the  Census, 

Governments 

in  the  United 

in  1951  and  Governmental  Unite  in  the  United  States  in  19^2, 


a.  Less  than  .O5  per  cent 

b.  Includes  cities,  incorporated  boroughs,  and  villages 


The  biggest  reduction  in  number  was  in  special  districts,  a 
drop  of  61  units,  or  67.7  per  cent. 

But  in  1951  Ihe  number  of  school  districts  in  Pennsylvania  was 
only  27  less  than  in  19^2,  a shrinkage  of  only  1.1  per  cent. 
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Our  aeighbor^  New  York,  experienced  a sharp  reduction  in  the 
number  of  local  units  from  a total  of  8,338  in  19^2  to  4,562  in  1951^ 
a decrease  of  45.0  per  cent. 

New  York  school  districts  declined  in  this  period  fromi  6,064 
to  2,095  or  65.5  per  cent. 

It  is  noteworthy  that  New  York,  with  a larger  area  as  well  as 
a larger  population,  now  has  substantially  fewer  units  of  local  govern- 
ment than  Pennsylvania. 

In  only  one  category,  special  districts,  did  New  York  experience 
any  substantial  increase  in. numbers. 

Too  Many  Local  Governments 

For  many  years  authorities  on  government  have  contended  that 
the  United  States  has  been  burdened  with  an  excessive  multiplicity  of 
local  governments  which  evolved  in  the  horse  and  buggy  era  of  small. 
Isolated  communities.  Greater  efficiency  in  the  use  of  the  taxpayer's 
money  can  frequently  be  realized  by  the  consolidation  of  small,  weak  local 
governments  into  larger  units  with  greater  resources. 

Inefficient,  submarginal  local  governments  should  not  be  main- 
tained by  state  subsidies  which  perpetuate  obsolete  forme  of  organiza- 
tion. 

Larger  and  more  resourceful  local  governments  could  assess 
taxable  property  more  effectively  and  otherwise  administer  their  affaire 
more  efficiently. 

Serious  thought  should  be  given  in  Pennsylvania  to  the  further 
reduction  of  the  number  of  school  districts  and  other  local  units  and 
the  reorganization  of  local  governments  along  more  efficient  lines  in 
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order  to  avoid  unreasonable  demands  upon  the  state  and  local  tax- 
payers . 

Income  vould  be  a fairer  basis  of  taxation  than  the  value  of 
intangibles^  a single  state  administration  -would  be  substituted  for 
the  tax  enforcement  machinery  of  the  6?  counties;,  and  vith  the  superior 
state  administration  more  revenue  could  be  obtained. 

If  the  state  should  adopt  a general  income  tax^  hovever^  it 
vould  be  logical  to  abandon  the  local  taxes  on  intangibles  and  to 
extend  the  state  income  tax  to  them.  The  local  governments  should 
then  receive  a fair  share  of  the  collections  of  the  state  Income  tax. 
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SUMMARY 


State  tay  requirements  are  definitely  related  to  the  aid 
given  local  governments  as  veil  as  to  the  appropriate  direct  state 
share  of  the  cost  of  public  services  of  state-vide  concern^ 

The  more  responsibilities  local  governments  can  assum.e^ 
the  less  will  be  the  need  to  increase  state  taxes. 

The  appropriate  areas  of  state  and  local  government  service 
responsibilities  and  their  respective  sources  of  tax  revenue  should 
be  delineated  as  clearly  as  possible. 

Taxes  on  cigarettes,  alcoholic  beverages,  retail  sales, 
corporate  and  personal  income,  transfers  of  property  by  gift  or 
bequest,  and  other  objects  related  to  economic  activity  over  a wide 
area  can  be  administered  most  effectively  and  complied  with  by  the 
taxpayers  with  the  least  Inconvenience  if  they  are  levied  at  the 
state  level. 

Real  estate  and  per  capita  taxes  are  especially  appropriate 
for  local  levy  and  administration. 

Local  real  estate  taxes  amounted  to  approximately  $395 
million  in  1951.  Local  income  taxes  were  $55.5  million,  of  which 
$43.0  million  were  collected  in  Philadelphia.  Per  capita  tax  revenues 
were  approximately  $23.0  million,  mercantile  business  privilege  taxes 
$12.8  million,  and  amusement  taxes  $7.5  million.  Total  local  taxes 
were  approxlm.ately  $514.0  million.  (Estimates  are  made  for  school 
district  property  and  per  capita  taxes.) 

State  aid  to  local  governments  amounted  to  $l86.0  million 
in  1952,  consisting  of  $l6l.l  million  in  grants  and  $24.9  million  in 
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local  shares  of  state  taxes.  A great  part  of  the  grants^  $150*3 
million^  vas  given  for  education. 

The  real  estate  tax  is_,  and  vill  apparently  long  remain^ 
the  mainstay  of  the  local  tax  system.  It  should  he  administered 
efficiently  and  fairly  and  should  be  based  upon  accurate  and  epuitable 
assessmients . 

The  taxing  of  machinery  as  "real  property"  by  local  govern- 
ments has  been  found  to  be  an  unsound  practice.  Valuation  problems 
are  too  difficult  to  be  overcome  satisfactorily  by  local  assessors 
and  local  industry  is  discouraged. 

Intangible  property^  or  stocks;  bonds ; mortgages;  etc.;  can 
be  taxed  more  effectively  and  equitably  by  the  state  than  by  local 
governments.  It  would  be  preferable  to  tax  intangibles  on  their 
Income  rather  than  their  value.  If  a general  state  income  tax 
should  be  adopted;  it  should  be  extended  to  intangibles  and  the 
local  taxes  should  be  abandoned. 

Supplemental  local  revenues  may;  under  favorable  conditions; 
be  obtained  from  such  nonproperty  sources  as  amusement;  license;  and  per 
capita  taxes. 

The  revenue  possibilities  of  local;  as  well  as  state;  taxes 
are  limited.  Local  expenditures  must  be  kept  under  rational  control 
if  local  taxes  and  demands  for  state  aid  are  not  to  become  excessive. 

Reforms  in  local  government  organization  are  desirable  as 
measures  promoting  more  efficient  and  economical  government,  An  ex- 
cessive number  of  local  taxing  jurisdictions;  and  particularly  school 
districts;  is  bound  to  result  in  excessive  local  taxes  and  also  invites 
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excessive  state  aid. 


The  over-all  expenditures;,  debt_,  and  tax  problem  of 
Pennsylvania  local  government  is  tremendous,  A key  to  sound  local;, 
as  veil  as  state financing  is  the  vise  control  of  spending  programs. 
The  tax  system  must  also  be  equitable  and  adequate  to  support  the 
responsibilities  of  local  governments  to  provide  essential  public 
services . 
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CHAPTER  X 


SOME  POSSIBLE  NEW  ST:.TE  T.'JL  SOURCES 

In  an  earlier  chapter  the  General  Fund  revenues  now  being  obtained 
in  Pennsylvania  from  state  taxes  on  alcoholic  beverages,  cigarettes,  real 
estate  and  stock  transfers,  and  legal  doc\iments  have  been  noted.  In  this 
chapter  certain  other  sources  of  revenue  imposed  by  other  state  governments 
will  be  appraised.  This  list  is  not  intended  to  be  exhaustive.  Rather, 
it  is  illustrative  of  pertinent  oroblems  encountered  in  the  search  for 
substantial  new  revenues.  The  discussion  of  these  revenue  sources  does 
not  imply  that  any  oarticular  revenue  should  or  should  not  be  adopted. 

The  Soft  Drink  Tax 

Few  taxes  have  caused  more  controversy  than  the  state  tax  imposed 
upon  soft  drinks  in  Pennsylvania  for  the  four  years  from  June  1,  1947 
through  May  31^  1951.  The  tax  rates  were  1 cent  on  each  12  fluid  ounces 
of  bottled  soft  drinks  and  l/2  cent  on  each  fluid  ounce  of  syrups  to  be 
used  in  soft  drinks.  These  revenues  were  obtained  from  the  tax  in  succes- 
sive fiscal  years  - 

1948  $ 13,353,458 

1949  13,576,317 

1950  14,537,058 

1951  12,856,933 

1952  589,597  (delinquent  collections) 

Pennsylvania  raised  more  revenue  from  the  soft  drink  tax  than  any 

other  state  during  the  years  it  was  effective.  South  Carolina,  the  nearest 
competitor,  secured  44.3  million  in  the  fiscal  year  1951  with  a tax  at  a 
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rate  of  1 cent  on  each  12  ounces  or  fraction  thereof  of  bottled  soft  drinks 


and  76  cents  a gallon  on  syrups.  Louisiana  came  next  \-/ith  a yield  of  7l.l 
million  with  a tax  at  a rate  of  l/l  cent  on  each  5 cents  of  the  retail  price 
of  bottled  soft  drinks  a,nd  20  cents  a gallon  on  syrups.  The  revenues  ob- 
tained from  the  more  productive  state  soft  drink  taxes  in  the  fiscal  years 
1945  - 1951  are  shovm  in  Table  1.  It  is  apparent  that  the  soft  drink  taxes 
generally  supply  relatively  unimportant  revenues. 

The'  states  have  imposed  two  tyoes  of  taxes  on  soft  drinks,  namely, 
excises  and  licenses.  The  excises  are  usually  the  more  productive  and  are 
imoosed  in  .labama,  Louisiana,  Missouri,  South  Carolina,  Tennessee,  and 
IVest  Virginia.  The  last  of  these  states  adopted  a tax  on  bottled  soft 
drinks  in  1951  at  a rate  of  1 cent  on  each  I6  fluid  ounces  and  a tax  at  a 
rate  of  80  cents  a gallon  on  syruos.  In  1952  West  Virginia  nrocured  73.0 
million  from  this  tax.  None  of  the  other  states  surrounding  Pennsylvania 
levies  a specific  tax  on  soft  drinks. 

License  fees  or  taxes  are  imposed  upon  manufacturers,  bottlers, 
wholesalers,  distributors,  and  retailers  of  soft  drinks  in  28  states. 

The  charges  are  generally  nominal  and  are  usually  intended  to  cover  the 
costs  of  inspecting  the  taxpayer's  premises.  The  rates  of  the  soecific 
license  charges  and  further  details  of  state  soft  drink  taxation  are 
shown  in  ^ooendix. 

80ft  drinks  are  usually  subject  to  the  general  sales  taxes  levied 
by  state  and  local  governments.  They  are  thus  taxed  in  many  states  along 
with  other  commodities. 

The  federal  government  does  not  impose  a soecific  soft  drink  tax. 

This  is  a revenue  field  which  is  left  to  the  state  and  local  gov^'rnmcnts , 
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Pennsylvania  could  raise  approximately  $11  million  a year  by  restor- 
ing the  soft  drink  tax  previously  in  effect.  VJhile  the  tax  was  oroductivo 
of  revenue  when  it  was  in  operation,  it  was  much  criticized  by  the  soft 
drink  industry.  One  ooint  of  criticism  was  that  the  tax  was  discriminatory 
because  such  oroducts  as  candy,  ice  cream,  and  chewing  gum  were  not  taxed. 
The  opposition  to  the  tax  caused  its  withdrawal. 
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TABLE  1 - itEVENUES  FROk  SOFT  DiiliiK  TiiXES 
Fiscal  Years  1945-1952 
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.1  soft  drink  tax  is  not  so  readily  evaded  or  avoided  by  purchasing 
from  other  states  as  the  taxes  on  cigarettes  and  alcohol.  Cigarettes  arc 
light  in  weight  and  are  easily  shipped  or  transported.  Liquor  is  of  such 
relatively  high  value  that  the  possibility  of  escape  from  a substantial 
tax  upon  it  is  quite  tempting.  Soft  drinks,  hov;ever,  are  of  relatively 
low  value  and  the  transportation  expenses  are  usually  sufficient  to  dis- 
courage efforts  at  eyading  or  avoiding  the  tax  by  purchasing  the  commodity 
in  another  state  where  there  is  no  tax. 

Of  the  neighboring  states,  only  West  Virginia  has  an  excise  tax  on 
soft  drinks.  The  license  charges  in  Delaware,  Maryland,  New  Jersey,  Ohio, 
and  Virginia  do  not  yield  much  revenue. 

Revenue  From  A Tobacco  Tax 

.■additional  revenue  could  be  obtained  in  Pennsylvania  from  a state 
tax  on  cigars,  chewing  and  smoking  tobacco,  and  snuff.  The  federal  tax 
on  the  manufacture  of  cigars  produced  million  in  the  fiscal  year 

1952  and  the  tax  on  other  tobacco  446.3  million. 

The  federal  tax  on  cigars  is  graduated  from  ^^2.50  per  1000  for 
cigars  retailing  at  not  over  2^  cents  each  up  to  $20  per  1,000  for  cigars 
retailing  at  a price  over  20  cents  each  on  cigars  weighing  over  3 pounds 
per  1,000.  Lighter  cigars  are  taxed  at  a rate  of  75  cents  per  1,000.  The 
federal  tax  on  other  types  of  tobacco  is  now  10  cents  a pound.  It  was  re- 
duced from  18  cents  a pound  in  1942  when  the  federal  cigar  tax  rates  were 
raised.  The  federal  revenues  from  cigars  have  been  holding  up  in  spite  of 
the  higher  taxes.  Revenues  from  chewing  and  smoking  tobacco  and  snuff, 
however,  have  been  declining  somewhat  in  recent  years. 
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jnong  the  15  selected  states  whose  tax  systems  are  being  compared 
in  this  reoort,  none  levies  a seoarate  tax  on  tobacco  other  than  cigarettes. 
Only  Delaware  among  the  states  contiguous  to  Pennsj^lvania  taxes  cigars. 

The  revenue  in  that  state  is  so  small  that  the  State  Tax  Commissioner  re- 
commended the  repeal  of  the  cigar  tax  in  his  1951  -annual  Report,  If  cigars 
are  taxed  in  one  state  and  not  in  nearby  states,  there  will  be  a tendency 
for  smokers  to  attempt  to  obtain  cigars  from  the  states  v/ithout  taxes  if 
the  tax  imposed  is  high,  and  if  shioping  costs  are  not  too  great. 

The  Tax  Study  Committee  has  not  been  able  to  obtain  data  showing 
the  consumption  of  cigars,  chevd.ng  and  smoking  tobacco,  and  snuff  in 
Pennsylvania.  The  tax  collection  data  in  the  several  states  which  extend 
their  tobacco  taxes  beyond  cigarettes  are  so  meager  that  it  is  difficult 
to  estimate  how  much  revenue  a tax  on  these  products  would  return  in 
Pennsylvania,  If  it  be  assumed  that  the  consumption  of  cigars  and  other 
forms  of  tobacco  in  Pennsylvania  follows  the  national  average,  a tax  upon 
them  similar  to  the  federal  tax  being  collected  in  1951  would  apparently 
raise  approximately  $4  million  a year, 

^jnusement  Taxes 

Many  of  the  states  impose  specific  sales  and  license  taxes  on  cer- 
tain amusements.  The  sales,  or  admissions,  taxes  of  32  states  in  the  fiscal 
year  1952  had  a total  yield  of  313 t 9 million.  The  greatest  revenue,  34.9 
million,  was  obtained  in  the  State  of  Washington.  Louisiana  was  next  with 
$1.6  million,  then  Nevada  with  3l.5  million,  /jnong  the  15  selected  states. 
New  York  raised  the  most  revenue,  $1.3  million.  Pennsylvania,  taxing  only 
the  gross  receipts  of  boxing  and  wrestling,  secured  $65,000  from  this  tax 

at  a rate  of  5 percent.  Further  details  of  the  state  admissions  taxes  are 
suoplied  in  /ippendix , 
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Only  0 states  impose  separate  general  admissiens  taxes.  The  states 
employing  general  sales  taxes  may  tax  admission  with  them.  The  specific 
state  taxes  on  admissions  are  frequently  limited  to  athletic  events. 

The  amusement  license  taxes  of  37  states  in- the  fiscal  year  1952 
supplied  revenues  of  only  '$5.0  million,  bringing  the  total  revenues  from 
excise  and  license  taxes  to  $18.9  million  in  all  the  states.  North 
Carolina  collected  the  largest  license  revenue  of  $529^000,  Pennsylvania 
secured  $18,000  from  its  license  charges  on  athletic  exhibitions.  It  is 
evident  that  the  license  charges  are  generally  nominal  in  amount  and  do 
little  more  than  cover  the  costs  of  regulating  boxing,  wrestling,  and  cer- 
tain other  amusements. 

Pennsylvania  imposed  an  am.usement  tax  from  July  22,  1935  to  July  21, 
1937  at  a rate  of  1 cent  for  each  25  cents  or  fraction  thereof  paid  for 
admissions.  The  tax  yield  in  the  fiscal  years  cited  was  - 

1936  $2,658,074 

1937  4,124,359 

1938  965,807  (Part  of  year) 

The  federal  government  taxes  admissions  for  a considerable  amount 
of  revenue  at  a rate  of  1 cent  for  each  5 cents  or  major  fraction  thereof 
paid.  On  ticket  sales  by  proprietors  above  the  regular  price  the  tax  is 
50  percent  of  the  excess  price,  A tax  at  a rate  cf  20  percent  is  levied 
on  ticket  sales  outside  the  box  office  on  the  charge  in  excess  of  the 
regular  price,  boxes,  leased  seats  and  admissiens  to  roof  gardens  and 
cabarets.  The  collections  of  the  federal  admissi'ons  tax  in  the  fiscal 
year  1951  were  $413  million. 

The  federal  tax  on  bowling  alleys  3.t  $20  f r each  alley  and  on  pool 
tables  at  $20  for  each  table  had  a yield  of  $3.6  million  in  1951.  From 
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coin-operated  amusement  and  gambling  devices  with  charges  graduated  from 
^20  to  .?250,  a sum.  of  $20.1  million  was  raised.  The  20  percent  tax  on 
club  dues  and  initiation  fees  brought  in  $28.7  million. 

Before  considering  the  possibilities  of  a state  admissions  tax  in 
Pennsylvania  as  a source  of  revenue,  it  should  be  noted  that  on  March  20, 
1953  there  were  350  local  governments  levying  amusement  taxes  at  various 
rates,  A 10  percent  rate  was  the  most  common.  Among  the  Pennsylvania 
local  governments  taxing  amusements  were  170  school  districts  and  120 
boroughs,  as  indicated  in  Table  2.  The  total  revenue  raised  by  the  local 
governments  in  the  fiscal  year  1951  was  $7.5  million,  of  which  Phila- 
delphia collected  nearly  $3.1  million.  (Table  3) 

The  federal  government  collected  $24./+  million  from  its  admissions 
and  amusement  taxes  in  Pennsylvania  in  the  fiscal  year  1950  and  $23.2 
million  in  the  fiscal  year  1951.  This  gives  a clue  to  what  a state  tax 
might  raise  in  revenue. 

Perhaps  a state  tax  at  one-half  the  federal  tax  rates  would  yield 
approximately  $10  million  a year.  This  would  add  to  the  local  tax  in  many 
communities  as  well  as  the  federal  tax.  In  view  of  the  fact  that  about 
75  percent  of  the  federal  taxes  are  collected  from  motion  picture 
theaters  and  that  the  movie  industry  has  been  feeling  the  effects  of 
television  competition,  the  yield  of  a state  tax  might  suffer  along  with 
the  revenues  from  the  combined  local  and  federal  taxes. 
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Table  2 - Pennsylvania  Local  Governments  Taxing  Aiuseme/its^ 


Number  Eligible 
Under  Act  481 

Number  of  Local 
Governments  Using 
the  Amusement  Tax 

Cities 

49 

35 

Boroughs 

942 

120 

1st  Class 

Townships 

68 

10 

2nd  Class 

Townships 

1,502 

15 

School  Districts 

2,504 

170 

Total 

5,065 

350 

a - March  20,  1953 

Source  - Department  of  Internal  Affairs, 

Table  3 - Local  Amusement  Tax  Revenues  In  Pennsylvania 

Fiscal  Year  1951 


Type  of  Locality 

Amount  of  Revenue  Derived 

Philadelphia  (under  Sterling  Act) 

$ 3,090,416 

Pittsburgh 

1,172,358 

3rd  Class  Cities 

1,434,813 

Boroughs 

719,974 

Townships  1st  Class 

219,354 

School  Districts 

858,685 

Total 

$ 7,495,600 

Source  - Denartment  of  Internal  Affairs 

and  Philadelphia  Director  of 

Finance, 


Pari-Mutuel  And  Other  Racing  Taxes 

The  most  fertile  new  source  of  revenue  which  the  states  have  found 
in  recent  years,  aside  from  general  income  and  sales  taxes,  is  the  tax  on 
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pari-mutuel  betting  at  race  tracks.  According  to  the  Bureau  of  the 
Census,  23  states  obtained  $136,9  million  from  this  tax  in  the  fiscal  year 
1952,  New  York  secured  the  most  revenue,  or  $33.3  million.  California 
raised  ^19.2  million,  Florida  $17.7  million,  and  New  Jersey  $15.6  million. 
Among  the  other  states  surrounding  Pennsylvania  Delaware  collected  $1,1 
million,  Maryland  $6.0  million,  Ohio  $1.4  million,  and  West  Virginia  ^1.3 
million. 

The  pari-mutuel  taxes  are  of  different  types.  The  most  common  type 
and  the  biggest  source  of  revenue  is  the  tax  on  the  amount  of  bets.  The 
tax  may  be  imposed  at  a flat  rate  or  at  graduated  rates.  Flat  rates  of  2 
to  10  percent  are  found  in  nearby  states.  The  other  types  of  pari-mutuel 
taxes  employed  are  described  in  Appendix , 

Some  states  tax  admissions  to  race  tracks  with  a soecial  or  general 
admissions  tax.  New  York  taxes  admissions  at  a rate  of  15  percent,  and 
Illinois  at  a rate  of  20  cents  on  each  admission. 

License  charges  are  also  imposed  on  racing  in  many  states  as  features 
of  race  track  regulation  rather  than  primarily  as  revenues.  The  pari-mutuel 
taxes  of  9 states  in  the  group  of  15  selected  for  comparative  purposes  in 
the  fiscal  years  1950-1952  are  shown  in  Table  4.  The  total  revenues  obtained 
from  the  taxes  on  racing  by  several  of  the  states  in  the  group  of  15  in 
the  calendar  year  1951  are  indicated  in  Table  5. 
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TABLE  4 - REVENUES  FROM  PARI-MUTOEL  TAXES 
FISCAL  YMRS  1950-1952 
(In  Thousands) 


1950 

1951 

1952 

California 

$14,855 

$15,859 

$19, 209 

Illinois 

7,938 

8,300 

11,725 

Maryland 

4,569 

4,613 

5,984 

Massachusetts 

7,888 

9,030 

8,934 

Michigan 

3,385 

3,652 

4,709 

New  Jersey 

11,706 

12,206 

15,611 

New  York 

26,572 

28,348 

33,755 

Ohio 

527 

690 

1,364 

West  Virginia 

800 

720 

1,316 

Sources  - U,S,  Bureau  of  the  Census,  Sources  of  State  Tax  Revenue  in  1950, 
State  Tax  Collections  in  1951,  State  Tax  Collections  in  1952. 
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CALENDAR  YEAR  - 1951 
(In  Thousands) 
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License  share  Includes  Breakage  of  $1,461,851. 

License  fees  Include  $200  In  fines;  Amount  wagered,  license  share  and  total  attendance  does  not  Include  totals  for  Freehold  Raceway 
(Harness  Track). 


The  states  obtain  revenues  from  betting  at  race  tracks  by  legalizing 
and  taxing  the  operation  of  the  tracks,  in  effect.  The  tracks  are  privately 
owned  and  managed,  under  state  regulation.  Races  are  scheduled  in  the  diff- 
erent states  with  a consideration  of  the  racing  dates  in  the  other  states. 

Pennsylvania  could  not  obtain  immediate  revenues  of  any  great  amount 
from  pari-mutuel  racing.  It  would,  perhaps,  require  a year  or  more  for 
race  tracks  to  be  provided  and  placed  in  full  operation. 

If  race  track  betting  were  legalized  and  subject  to  a peri-mutuel 
tax,  after  the  tracks  were  in  full  operation  Pennsylvania  could  obtain  an 
estimated  $20  to  $25million  annually  from  this  source.  The  costs  of  tax 
administration,  in  the  light  of  the  experience  of  other  states,  should  be 
relatively  low  and  should  not  exceed  1 percent  of  the  revenue  collected. 

In  favor  of  state  taxation  of  pari-mutuel  betting  it  may  be  argued 
that  all  of  the  states  surrounding  Pennsylvania  impose  pari-mutuel  taxes, 
that  many  residents  of  Pennsylvania  patronize  the  race  tracks  of  other 
states,  and  that  considerable  revenue  could  be  raised.  Against  such  a tax 
it  may  be  argued  that  the  legalization  and  taxation  of  betting  would  tend  to 
encourage  betting  on  the  part  of  those  who,  for  moral  and  economic  reasons, 
should  refrain,  that  betting  is  an  unproductive  activity  which  merely 
transfers  money  from  the  pockets  of  one  person  to  another,  and  that  better 
and  more  substantial  sources  of  revenue  are  available  to  the  Commonv/ealth. 

Per  Capita  Taxes 

The  increased  interest  in  Pennsylvania  in  local  per  capita  taxes, 
as  a result  of  the  broader  taxing  powers  granted  to  local  governments  by 
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"Act  481"  of  1947  and  their  search  for  new  revenues,  has  suggested  to  some 
persons  the  use  by  the  Coramonv/ealth  of  a state-wide  per  capita  tax.  On 
March  20,  1953  per  canita  taxes  were  being  collected  by  1429  local  govern- 
ments. In  this  group  were  1093  school  districts,  178  boroughs,  149  second 
class  townships,  5 cities,  and  4 first  class  townships.  The  city  of 
Pittsburg  also  imposes  a per  capita  tax. 

The  local  per  capita  taxes  tvaj  not  exceed  among  the  second  class 
toi-mships  and  $10  among  other  local  gov'^^rnments  in  Pennsylvania.  The  tax 
rates  are  usually  $5.  Some  are  lesser  amounts  and  some  are  a flat  plO. 

The  total  revenues  collected  in  the  fiscal  year  1950  were  .'^20,217,540. 

Poll,  or  head,  taxes  are  an  ancient  form  of  revenue  introduced  into 
America  in  the  colonial  period.  At  one  time  they  provided  substantial  state 
and  local  government  revenues.  In  recent  decades,  how^ever,  head  taxes  have 
tended  to  become  less  important  as  revenues  and  have  been  abandoned  by 
many  of  the  states.  An  illustration  of  the  state  trend  is  furnished  by 
the  1952  Report  of  the  Indiana  Tax  Study  Commission  which  recommends  that 
the  Indiana  state  poll  tax  should  be  abandoned  and  tha,t  this  field  should 
be  left  to  the  local  governments.  There  the  state  tax  is  $1.00  for  General 
Fund  purposes  and  $0.50  for  the  public  schools.  The  tax  base  had  deterioratec 
until  it  has  become  limited  to  males  between  the  ages  of  21  and  50.  The 
revenue  obtained  by  the  state  had  dwindled  to  :p790,000  in  1951. 

In  the  fiscal  year  1951  poll  taxe  revenues  of  $6.2  m.illion  were 
collected  in  11  states,  Texas  collected  the  largest  sum,  nearly  $2  million, 
Virginia  obtained  nearly  $1.5  million.  Among  the  15  states  whoso  ta.x 
systems  are  being  com.pared,  only  Indiana  and  Virginia  levy  state  per  capita 
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taxes.  The  local  governments  in  a number  of  states  also  impose  poll  taxes, 
but  no  recent  data  arc  available  to  indicate  current  collections.  In  1932, 
the  last  year  for  which  local  poll  tax  revenues  are  reported  by  the  Bureau 
of  the  Census,  local  governments  obtained  0l3tl  million, 

Pennsylvania  appears  to  be  one  of  the  few  states  in  which  there  is 
a revival  of  interest  in  per  capita  taxes  as  a source  of  revenue.  The  other 

states  commonly  have  available  other  more  productive  sources  of  revenue, 

A state  per  capita  tax  in  Pennsylvania  of  $5  on  persons  of  21  years 
of  age  and  older  would  yield  approximately  $25  million  a year  if  it  were 
effectively  collected.  The  tax  could  be  withheld  by  employers  from  their 
employees.  The  poll  taxes  imposed  in  other  states  frequently  have  exemp- 
tions, Aged  persons,  dependents,  and  veterans  are  those  most  likely  to  be 
exempt. 

The  objections  advanced  against  per  capita  taxes  are  that  they  tax 
rich  and  poor  alike,  regardless  of  wealth  and  income  and  economic  responsi- 
bilities, that  their  administration  is  only  partially  effective,  penalizing 
those  who  are  caught  in  the  tax  nets,  and  that  if  per  capita  taxes  are  im- 
posed they  should  be  levied  only  by  local  governments.  It  is  argued  in 
favor  of  per  capita  taxes  that  the  great  majority  of  citizens  benefit  from 
the  public  schools  and  other  public  services  and  that  it  is  desirable  for 
all  citizens  to  contribute  directly  to  the  upkeep  of  government  as  a means 
of  keeping  public  expenditures  and  taxes  under  control. 
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The  Meals  Tax 


Massachusetts  levies  a tax  at  a rate  of  5 percent  up.n  n^als  s-jrv--.d 
in  cr.niinercial  eating  places  casting  :|1.00  r ni._re.  The  yield  f the  t'x 
in  the  fiscal  year  1952  w='.s  55.7  million. 

A meals  tax  in  Pennsylvania  similar  ta  that  f Massachusetts  wuld 
yield  perhaps  ^5l0  million  a year.  This  w^uld  be  another  type  of  sales 
tax.  By  exempting  meals  c: sting  less  than  a dollar  the  burden  of  the  t'^x 
would  largely  be  removed  from  those  with  modest  incomes  and  w:uld  fall  .n 
those  eating  the  m.re  expensive  meals.  Numerous  administrative  eroblcms 
would  arise  in  collecting  the  tax  from  the  nultitudincus  eating  ulaccs 
over  the  state. 

Meals  in  the  states  with  general  S3,les  taxes  are  commonly  subject 
to  those  taxes,  without  exemptions  for  the  lower  cost  meals.  In  Ohi  ■ the 
consumer  tax  of  3 percent  is  thus  apulied  to  foods  consumed  on  the  premises. 

The  Hotel  Tax 

Some  of  the  large  cities  are  imposing  sales  taxes  upon  room  rentals 
of  hotels,  motels,  and  other  places  renting  rooms.  The  hotel  tax  of  New 
York  City  is  an  example.  It  is  levied  at  a rate  of  5 percent  on  room 
rentals  of  ^2  or  more  a day.  Other  cities  in  New  York  are  permitted  to 
collect  similar  taxes.  Two  of  them  were  recently  imposing  room  rental 
taxes . 

In  the  fiscal  year  1951  New  York  City  obtained  34.7  million  from, 
the  tax  on  hotel  room  occupancy.  The  city  is  a large  center  of  transient 
trade,  with  numerous  hotels,  and  the  hotel  tax  may  be  regarded  as  a tax 
which  falls  very  largely  on  visitors. 

It  is  difficult  to  estimate  the  revenue  which  Pennsylvania  might 
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secure  from  a tax  similar  tc  that  of  New  Y'rk  City,  v/ith  its  vast  p.culat- 
icn.  The  Gomcnwea-lth  c 'uld  presumably  raise  much  less  than  Ncv;  Y. rk  City 
fr  :m  such  a tax. 


Taxes  on  Consumers ’ Utility  Bills 

Suggestions  are  sometimes  advanced  in  Pennsylvania  that  a state  tax 
should  be  imposed  upon  certain  or  all  utility  services  purchased  by  con- 
sumers. In  New  Y^rk,  cities  are  allowed  to  impose  a tax  at  a rate  net 
exceeding  3 percent  up'^n  such  bills. 

The  present  state  gross  receipts  tax  of  Pennsylvaina,  with  a rate 
of  14  mills  in  the  fiscal  year  1952,  supplied  revenue  of  311.9  million. 

Gas  is  n.t  taxed  at  present. 

For  several  years  the  federal  government  taxed  electricity  for 
domestic  and  commercial  consumption  at  a rate  of  3.5percent.  Collecti:ns 
of  37.5  million  were  obtained  from  the  federal  tax  in  Pennsylvania  in  the 
fiscal  year  1951.  A similar  tax  in  Pennsylvania  could  probably  raise  a 
similar  sum.  This  amount  wculd  be  increased  by  an  estimated  o3.9  millirn 
a year  if  gas  were  taxed.  If  a tax  were  imposed  upon  users  of  electricity 
and  gas,  it  could  be  added  to  the  bills  for  service  and  the  service  rates 
would  not  need  to  be  e^djusted,  A factor  here  of  imoortance  is  the  com- 
parative treatment  of  electricity  and  gas  furnished  by  private  and  muni- 
cipal plants.  The  federal  tax  discriminated  against  private  electricity 
by  exempting  municipal  and  other  government  current.  The  discrimination 
could  have  been  overcome  by  extending  the  tax  to  government  electricity, 
but  apparently  Congress  preferred  to  relinquish  the  tax  altogether,  which 
it  did  in  1951.  Another  question  of  importance  is  the  comparative  t^x 
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treatment  of  g?-s,  coal,  and  oil  when  burned  as  fuel.  Much  gas  is  now  used 
for  heating  homes. 

Telephone  and  telegraph  service  is  now  taxed  by  the  federal  govern- 
ment. Local  teleph.ne  co.lls  are  taxed  at  a rate  of  15  percent,  excepting 
that  local  as  well  as  calls  costing  over  24  cents  as  well  as  long  distance 
calls  are  ta.xed  at  a rate  of  25  percent.  There  is  also  a 25  percent  tax 
on  leased  wire  service  and  an  8 nercent  ta.x  on  wire  and  equipment  service 
for  stock  quotations,  alarm  service,  o.nd  other  service.  Similar  taxes 
are  applied  t telegraph  messages.  Federal  telephone  and  telegro.ph  tax 
collections  in  Pennsylvania  in  the  fiscal  year  1951  were  nearly  p40  million. 
The  federal  taxes  apply  to  interstate  communication;  a state  tax  must,  hov:- 
ever,  be  confined,  to  intrastate  service.  The  federal  tax  rates  are  rather 
high,  and  the  addition  of  a state  tax  would  increase  the  tax  burden  still 
further.  If  the  traffic  would  bear  it,  a sta,te  tax  at  a rate  of  5 percent 
on  intrastate  service  would  yield  an  estimated  q8  million  a year. 

The  taxation  of  the  tra.nsportation  of  persons  encounters  additional 
complications.  First,  there  is  a federal  tax  at  a rate  of  15  percent  on 
transportation  fares.  This  tax  had  a yield  of  423.7  million  in  Pennsylvania 
in  the  fiscal  year  1951.  It  was  imposed  upon  interstate  as  well  as  intra- 
state transportation,  excluding  local  commuting  service  and  tickets  sell- 
ing for  not  over  35  cents,  Pennsylvania  could  tax  only  intrasta,te  trans- 
portation, A second  problem,  peculiar  to  this  field,  is  that  the  private 
automobile  competes  actively  with  other  means  of  transportation.  As  com- 
mercial transportation  rates  increase,  the  use  of  the  private  automobile 
also  tends  to  increase. 
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The  federal  tax  on  the  transpcrta,tion  .;f  property  provided  v39.3 
million  in  Pennsylvania  in  the  fiscal  year  1951.  The  tax  was  imposed  at 
a rate  of  3 percent,  except  that  coal  transporta.tion  v;as  taxed  4 cents  a 
ton.  The  federal  tax  applied  to  both  interstate  and  intrastate  commerce. 

A state  tax  on  the  intrastate  transportation  of  persons  or  property  would 
have  a much  narrower  base  than  the  federal  tax  and  at  equivalent  rates 
would  yield  much  smaller  revenue. 

Taxes  on  utility  services  would  raise  business  as  well  as  crnsumer 
costs.  Since  the  utility  industries  are  subject  to  rate  regulation,  taxes 
on  their  services  could  be  shifted  immediately  only  if  the  taxes  were  im- 
posed upon  the  users  of  their  services  and  added  to  their  bills. 
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The  Taxation  of  Unincorporated  Business 


Partnerships,  unless  they  are  of  the  limited  type,  and  proprietor- 
ships are  not  required  to  pay  a state  tax  on  their  capital,  net  income, 
or  any  other  basis  for  the  privilege  of  engaging  in  business  in  Pennsy- 
lvania as  unincorporated  firms,  -.ecently,  in  some  localities,  they  have 
been  made  liable  for  net  income  taxes,  as  in  Philadelphia  and  other 
communities . 

It  has  often  been  urged  in  Pennsylvania  that  unincorporated 
business  as  vjell  as  corporations  should  be  re  uired  to  pay  a state 
privilege  tax.  Partnerships  and  proprietorships  have  certain  advantages 
because  of  the  ease  of  formation,  simplicity,  and  flexibility.  Those 
advantages  should  be  reflected  in  their  earnings.  Unincorporated 
enterprises  also  benefit  from  state  expenditures.  If  corporations 
should  pay  state  taxes  because  they  have  certain  advantages,  earn  an 
income,  and  benefit  from  governmental  services,  the  same  logic  would 
seem  to  call  for  the  taxation  of  unincorporated  businesses.  The  taxes 
imposed  might  remain  with  the  owners,  they  might  be  shifted  on  to  con- 
sumers, or  they  might  be  shifted  in  some  measure' to  employees,  depending 
upon  the  type  of  tax  imposed  and  the  economic  factors  involved. 

It  has  been  estimated  by  the  United  States  Department  of 
Commerce  that  the  proprietors  of  unincorporated  businesses,  professions, 
and  farms  obtained  a total  net  income  of  hv2164  million  in  1951  from 
their  enterprises.  This  does  not  include  the  rental  income  of  persons 
owning  property.  Federal  data  indicate  estimated  cash  receipts  from 
farm  sales  and  government  payments  in  Pennsylvania  of  ■'^728. 7 million 
in  1950.  The  federal  statistics  also  report  that  there  vjere  254,000 
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business  firms  in  operation  in  Pennsylvania  in  1951.  Perhaps  40,000  of 
these  were  corporations.  There  vjere  134,172  farms  operated  by  full 
ovmers  in  Pennsylvania  in  1945,  13,547  operated  by  part  owners,  and 
1898  operated  by  managers.  Data  are  not  available  to  show  the  income 
and  the  number  of  self-employed  professional  persons  in  Pan_nsylvania . 
A:iiong  these  would  be  nonresidents  as  well  as  residents.  Ti-.e  total  in- 
come would  undoubtedly  be  substantial. 

It  may  be  argued  that  the  application  of  local  taxes  to  the  net 
income  of  businesses  and  professions  demonstrates  the  practicability  and 
productivity  of  this  source  of  revenue  and  also  establishes  a precedent 
for  a state  tax.  If  the  Cu'-.ionwealth  entered  this  field,  the  local 
governments  would  either  have  to  abandon  it  pr  be  permitted  by  the 
Genera]  A.-sembly  to  utilize  it,  since  they  may  not  tax  objects  which  are 
taxed  by  the  Co., .monwealth.  Another  alternative  would  be  the  levy  of  a 
state  tax  which  would  be  shared  with  the  local  governments  to  offset 
their  loss  of  revenue. 

T'lc  states  having  personal  net  income  taxes  generally  do  not  im- 
pose a separate  tax  on  the  income  of  unincorporated  businesses  and  pro- 
fessions. Nevj  York,  which  has  a graduated  net  income  tax,  is  an  excep- 
tion to  the  rule.  Tiiut  state  supplements  the  general  personal  net  income 
tax  with  a special  tax  on  the  not  income  of  unincorporated  businesses. 

The  two  taxes  are  dovetailed  together,  with  some  complications.  A t...x 
at  a rate  of  3 percent  is  levied  on  the  not  income  of  unincorporated 
businesses.  Each  taxpayer  is  granted  an  annual  exemption  and  an 
additional  salary  allovjance  of  20  percent  of  the  net  income,  up  to 
•'IbOOO , free  from  tax.  The  major  professions,  such  as  architecture, 
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accounting,  medicino,  and  the  lavj,  are  exempt.  Farmers  are  also  exempt. 
Certain  occupations  which  some  persons  would  regard  as  profussional , as 
that  of  a consultant  on  corporation  finance  and  that  of  a real  e.state 
appraiser,  have  been  held  by  the  Ncvj  York  courts  to  bo  unincorporated 
businesses.  Taxable  net  income  is  allocated  to  Novi  York  on  the  basis  of 
the  accounts  kept  by  the  taxpayer  or  by  the  use  of  a formula  giving 
equal  weight  to  the  ratios  of  tangible  property,  pay  rolls,  and  gross 
sales  in  Nev;  York  to  the  total  tangible  property,  pay  rolls,  and  gross 
sales . 

The  revenues  from  the  New  York  tax  have  varied  considerably  from 
year  to  year.  The  maximum,  yield  of  Ji|)32,800 ,000  was  attained  in  the  fiscal 
year  1946.  Collections  in  the  fiscal  year  1951  vjcre  4pl6 , 284 ,000.  The 
popularity  of  the  proprietorship  and  partnership  in  Ncvj  York  is  clearly 
affected  by  the  burden  of  corporate  taxation  as  compared  with  that  on 
individuals,  lihen  federal  corporate  income  tax  rates  have  been  sharply 
advanced  and  when  a federal  excess  profits  tax  has  been  imposed,  non- 
corporate enterprise  has  gained  in  popularity.  The  revenues  obtained 
have  also  been  affected  by  the  exemptions  allowed  and  the  level  of 
economic  activity.  The  variability  of  annual  revenues,  because  of  the 
interplay  of  changing  influences,  has  made  the  forecasting  of  tax  collec- 
tions a very  difficult  problem. 

Connecticut  levies  a gross  income  tax  on  unincorporated  trade, 
manufacturing,  amusement,  and  motor  transportation  firms.  This  supple- 
ments the  corporate  net  income  tax.  The  tax  rates  are  i).25  on  each 
|l,000  of  gross  income  for  wholesalers  and  $1.00  for  each  $1,000  of  gross 
income  for  other  taxpayers.  A minimum  annual  tax  of  $5  is  collected  from 
each  concern.  The  revenues  from  the  tax  were  Jii^l,  560 ,000  in  tho  fiscal 
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year  1951. 


Rhode  Island  employs  a tax  on  the  gross  receipts  of  unincorporated 
trade,  manufacturing,  amusement,  and  motor  transportation  firms  with 
annual  gross  receipts  of  4">5,000  or  more.  The  tax  rates  are  $1.00  for 
each  $1,000  of  gross  receipts  for  vjholesalers  and  $2.00  for  each  $1,000 
of  gross  receipts  for  other  taxpayers.  The  collections  from  the  tax  Were 
$1,046,000  in  the  fiscal  year  1951.  Neither  Connecticut  nor  Rhode  Island 
has  a personal  income  tax  but  both  states  have  retail  sales  taxes. 

An  inherent  problem  in  taxing  unincorporated  business  is  the 
difficulty  of  defining  it.  In  a broad  sense,  all  those  engaged  in 
productive  activity  for  gain  arc  in  business.  This  would  include  agri- 
culture, the  professions,  the  tradijs,  and  various  service  undertakings 
as  \iq11  as  retailing,  vjholesaling,  and  manufacturing.  It  would  also 
include  those  vjho  own  property  and  lease  it  to  others. 

Each  group  of  individuals  seeking  an  income  in  the  markets  wants 
to  be  excluded  from  the  "business''  classification.  If  the  group  is 
numerous  and  politically  important,  it  may  be  impracticable  to  tax  it. 

If  the  tax  concentrates  essentially  on  mercantile  and  manufacturing  firms, 
they  may  very  well  feel  that  they  are  being  singled  out  for  discriminatory 
taxation.  Some  members  of  the  professions,  as  xvcll  as  the  successful  in 
business,  may  secure  rather  high  incomes.  Those  engaged  in  professional 
work  are  also  numerous,  and  their  exemption  reduces  the  revenues  materially. 

A further  difficulty  arises  in  the  treatment  of  the  self -omployod 
as  compared  xvith  those  who  arc  employed  by  others.  A salaried  person  may 
have  a more  regular  and  a larger  income  than  a proprietor  assuraing  the 
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risks  and  responsibilities  of  ownership.  V.liy,  then,  should  sal-iri-^d  persons 


not  be  taxed?  The  problem  might  bo  met  by  allovung  to  the  ownv^r  of  a 
business  deductions  to  cover  the  nucessary  salarii.s,  interest,  and  other 
expenses  that  v;ould  have  to  be  paid  for  hired  managers,  borro'md  funds, 
and  other  essential  items  of  expense.  In  this  manner,  OT-Jn^rs  would  be 
taxed  only  on  ownership  income,  that  is,  income  in  excess  of  that  ordinari- 
ly obtained  for  similar  services  by  those  who  are  employed  by  others  or 
furnish  funds  and  other  services.  N^vj  York,  as  proviously  not^d,  doeS 
allow  salary  deductions  to  the  owners  of  unincorporated  firms. 

In  Pennsylvania,  the  uniformity  provision  of  the  constitution  may 
preclude  deductions  to  ov/ners  of  a business  to  cov^^r  reasonable  salary 
payments  for  thoir  services.  The  most  that  could  be  don^,  apparently, 
is  to  levy  a net,  rather  than  a gross,  income  tax,  as  suggested  by  th^ 
numerous  local  taxes. 

It  is  difficult  to  estimate  the  revenue  which  might  bo  obtained  in 
Pennsylvania  from  a tax  on  the  gross  or  not  income  of  unincorporated 
businesses.  The  Department  of  Commerce  data  from  the  federal  government 
arc  only  estimates  of  the  gross  income  of  unincorporated  firms  vjhich  are 
prepared  to  measure  levels  of  economic  activity.  They  are  obviously  not 
estimates  of  the  gross  income  T,.;hich  i/Jould  reported  for  tax  purposes.  Th^^ 
taxpayers  would  be  numerous  and  many  of  them  would  bo  nonresidents.  The 
Commonxvealth  docs  not  have  a personal  net  income  tax  and  lists  of  tax- 
payers could  be  developed  only  with  effort.  For  a y^ar  or  two  at  lc;ast 
much  income  would  probably  escape  taxation. 

Considering  the  difficulties  to  bo  overcome,  the  Co.iimonwealth  xvould 

perhaps  raise  .4>20 , 000 , 000  a year  at  a rate  of  one  percent  from  a net  income 
tax  on  unincorporated  businesses  and  professions,  without  any  exemptions. 
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SuiTunary 


!;■  this  chapter  a nurubcr  of  possible  sources  of  additionc.1  st-.te 
revenue  have  been  nention-.d,  along  with  certain  problems  they  pr-:.sent. 
This  is  not  intended  to  b^j  a complete  list  of  potonti,:.!  new  revenu^ 
sources  but  a list  illustrative  of  thv^  problaiis  encount-^r^d  in  seeking 
substantial  new  revenues.  The  Tax  Study  Coriimittcc  has  end^avor:^d  to 
indicate  the  nature  of  the  revenue  source  without  proposing  that  it 
should  or  should  not  be  adopted. 

1.  The  restoration  of  the  soft  drink  tax,  which  th^  Commonwealth 
collected  for  the  four  y^ars  ending  hay  31,  1951,  at  rates  of 
1 cent  on  each  12  fluid  ounc^^s  of  bottled  soft  drinks  and 
cent  on  each  fluid  ounc^  of  syrup  for  soft  drinks  would 
provide  approximately  $14  million  a year  in  new  revenue. 

The  former  soft  drink  tax  was  objected  to  as  a discriminatory 
measure . 

2 • A tax  on  cigars,  chewing  and  smokinn  tobacco,  and  snuff  at 

rates  similar  to  the  federal  rates  vjould  raise  approximately 
$4  million  a year.  The  federal  tax  on  cigars  is  graduated 
from  $2.50  per  thousand  for  cigars  retailing  at  not  over  2^ 
cents  up  to  $20  p^r  thousand  for  cigars  retailing  at  a price 
over  20  cents,  on  cigars  x^’eighing  ov^r  3 pounds  a thousand. 
Lighter  cigars  are  taxed  at  a rate  of  $.75  a thousand. 

Other  tobacco  is  taxed  at  a rate  of  10  cents  a pound. 

3.  A general  state  tax  on  anusoments  at  rates  one -half  the 

federal  xiTould  raise  approximately  $10  million  a year,  de- 
pending upon  the  extent  to  which  the  demand  for  amusements 
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vjas  affected.  Ti'^.e  federal  admissions  tax  is  levi^^d  at  a 
basic  rate  of  1 cent  on  each  5 cents  or  major  fraction 
thereof  paid  for  admissions.  Bowling  alleys,  billiard 
tables,  amusement  and  gambling  devicos,  and  club  and  ini- 
tiation fees  arc  also  taxed  by  the  federal  government, 

Ff^deral  collections  from  the  various  admissions  and 
amusement  taxes  in  P.^ansylvania  vjore  $^3,2  million  in  the 
fiscal  year  1951, 

A state  amusement  tax  vrould  encounter  some  complications, 
however.  In  addition  to  the  rather  heavy  federal  tax,  there 
are  350  local  governments  taxing  adrai ssions , cor.imonly  at  a 
rate  of  10  percent.  About  75  percent  of  the  federal  tax  is 
collected  from  motion  picture  theaters,  which  are  novj  ex- 
periencing considerable  competition  from  television.  An 
added  state  tax  might,  therefore,  have  an  appreciable  effect 
upon  the  demand  for  certain  admissions. 

4,  The  most  fertile  nevj  source  of  revenue  which  the  states  have 

recently  developed,  aside  from  general  income  and  sales  taxes, 
is  the  tax  on  pari-mutuel  betting  at  race  tracks.  Nev;  York 
obtained  5p33,8  million  from  a pari-mutuel  tax  in  the  fiscal 
year  1952,  New  Jersey  $15.6  million. 

It  would  require,  perhaps,  a year  or  more  for  race  tracks 
and  racing  schedules  to  be  placed  in  full  operation  in 
Pennsylvania,  if  they  v'ere  legalized.  A tax  on  pari-mutuel 
betting  could  raise  $20  to  $25  million  in  revenue  a year  after 
full  scale  operations  were  attained.  All  the  states  surrounding 
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Pennsylvania  tax  pari-mutuel  betting.  It  may  be  argued 
against  such  a tax,  hovjevor,  that  it  vrould  encourage  betting 
by  those  who  for  moral  or  economic  reasons  should  refrain, 
that  betting  is  an  unproductive  activity  vjhich  transfers  money 
from  the  pockets  of  one  person  to  another,  and  that  better  and 
more  substa^ntial  sources  of  revenue  are  available  to  the  CoiTimon- 
wealth, 

5.  A state  per  capita  tax  at  a rate  of  on  all  persons  of  SI  years 

of  ap:o  and  older  vjould  yield  approximately  ^25  million  a ycc.r  if 

it  wore  effectively  enforced.  Other  states  have  tended  to  abandon 
poll  taxes  and  to  leave  them  to  local  governments  as  sources  of 
revenue.  On  March  20,  1953,  there  were  1429  local  governments 
imposing  per  capita  taxes  under  the  povjers  granted  by  ''Act  481", 
Pittsburgh  also  collects  a per  capita  tax.  Many  of  the  taxes 
are  a person,  some  are  lower,  ;ind  some  are  vlO. 

6.  A meals  tax  of  the  Massachusetts  variety,  which  leviea  a 5 percent 
sales  tax  on  meals  costing  $1.00  or  more,  would  yield  an  estimated 
$10  million  a year  in  Pennsylvania.  Meals  are  usually  not  subject 
to  special  taxation.  They  are  commonly  taxed,  however,  by  those 
states  imposing  general  sales  taxes. 

A tax  on  hotel  room  rentals  exceeding;  $2.00.  imposed  at  a rate 
of  5 percent,  furnished  New  York  City  with  $4,7  million  in  rev^^nuo 
in  the  fiscal  year  1951.  A similar  tax  in  Pennsylvania,  applied 
to  room  rentals  paid  to  hotels,  motels,  and  other  commercial 
rooming  places,  would  apparently  yield  considerably  loss  revenue. 


X - 27 


I 


I 


\, 


I 


\ 


I ■ 


;'■>•  ' ' 


*>  , A . . *■ 

. /'  . ■■■.■,>,*  >1  N . 


' i ^ V;  iJiufi  ' 


""■n 


8.  A tax  on  domestic  and  commorcial  users  of  oloctricity  and  &.-s . 
at  a rate  of  5.5  percent  would  supply  an  estimated  til, 4 million 

a year.  At  the  present  time  a gross  receipts  tax  is  imposed 
upon  utilities.  The  basic  rate  has  been  8 mills  and  an  omer- 
gency  additional  rate  of  6 mills  has  also  been  imposed,  pro- 
viding a total  rate  of  14  mills  or  1.4  percent.  The  utility 
gross  receipts  tax  had  a yield  of  &11.9  million  in  the  fiscal 
year  1952.  Gas  was  not  taxed. 

9 . A tax  on  intrastate  tolenhone  and  telograuh  service  at  a rate 

of  5 percent  vjould  yield  an  annual  estimated  revenue  of  88 

million  a year.  Additional  revenue  could  be  obtained  from 
taxes  on  intrastate  transportation  of  persons  and  property. 

Taxes  on  utility  services  would  raise  business  as  well  as 
consumer  costs.  Substantial  fedoral  taxes  are  already  being 
imposed  upon  telephone  and  telegraph  service  and  upon  trans- 
portation, Additional  state  taxation  vjould  add  to  the  present 
heavy  burdens  on  the  users  of  these  services. 

10.  A tax  on  the  not  income  of  unincorporated  businesses  and  pro- 

fessions at  a rate  of  1.0  per  cent  v;ould  yield  an  estimated 
annual  revenue  of  approximately  ^20.0  million.  Corporations  are 
subject  to  both  a net  income  ^nd  a capital  stock  tax  ivhich 


unincorporated  firms  escape. 


CHAPTER  XI 


THE  STATE  GENERAL  SALES  TAXES 

States  sales  taxes  are  of  two  types,  those  imposed  upon  selected 
commodities,  such  as  alcohol,  cigarettes,  and  gasoline,  and  those  imposed 
upon  commodities  in  general,  sometimes  including  services.  The  term 
"General  Sales  Tax"  will  be  employed  here  to  include  the  four  varities  of 
general  commodity  taxation,  classified  according  to  the  stage  of  economic 
activity  at  which  they  are  applied,  as  follows: 

1,  The  taxes  levied  at  the  retail  level  by  24  states 

2.  The  taxes  levied  at  the  wholesale  as  well  as  the 
retail  level  by  2 states 

3»  The  tax  levied  on  manufacturing  in  addition  to 
wholesaling  and  retailing  by  1 state 

4.  The  taxes  levied  in  other  stages  in  the  business 
process  as  well  as  manufacturing,  wholesaling,  and 
retailing,  by  6 states 

The  general  sales  taxes  collected  by  33  states  in  1952  supplied  more 
revenue  to  the  states,  in  the  aggregate,  than  any  other  tax,  according  to 
the  Bureau  of  the  Census.  Collections  from  the  general  sales  taxes,  not 
including  the  current  collections  of  the  Delaware  and  Virginia  license 
taxes  which  were  related  to  sales,  amounted  to  $2,2  billion,  or  22,7  per 
cent  of  the  total  tax  collections,  excluding  unemployment  taxes,  in  the 
48  states.  Major  tax  collections  are  summarized  in  Table  I, 
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STATE  TAX  COLLECTIONS  FROM  MAJOR  SOURCES,  FISCAL  YEAR  1952 


(In  Millions,  Excliiding  Unemployment  Taxes) 


Number  of  States 

Tax  Using  Tax 

Collections 

Per  Cent  of 
Total  Taxes 

General  sales  (a) 

33 

$2,229 

22.1% 

Motor  fuel 

48 

1,871 

19.0 

Net  income 

35 

1,715 

17o6 

Personal  (b) 

29 

905 

9.2 

Corporation  (c) 

33 

830 

8,4 

Motor  ■vehicle  and 

operators'  licenses 

48 

924 

9.4 

Alcoholic  beverage, 
excluding  store  profits 

48 

519 

5.3 

Tobacco  products 

41 

449 

4,6 

Property 

45 

370 

3.8 

Severance 

24 

272 

2,8 

Death  and  gift  (d) 

47 

211 

2,1 

Other  taxes 

48 

1,258 

12,8 

Total  Taxes 

48 

$9,838 

100.0% 

(a)  Does  not  include  license  taxes  related  to  sales  in  Delaware  and 
Virginia, 

(b)  Includes  corporate  net  income  tax  collections  in  se^ral  states, 

(c)  Includes  unincorporated  net  income  tax  collections. 


Sources  n,S,  Bureau  of  the  Census,  State  Tax  Collections  in  1952, 
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The  antecsedents  of  the  state  general  sales  taxes  may  be  found  in.  the 


early  license  taxes  imposed  upon  merchants  in  Pennsylvania  and  Virginiao 
The  mercantile  license  tax  of  Pennsylvania  has  been  traced  back  to  a law 
of  1821  which  levied  a license  tax  on  retailers  selling  foreign  merchan- 
dise <,  The  tax  was  subsequently  extended  to  wholesalers.  After  many  years 
of  ineffective  collection  ty  the  county  treasurers,  the  tax  was  abandoned 
in  1944c.  Virginia  .initiated  license  taxes  on  wholesalers  and  retailers  j, 
with  tax  payments  graduated  according  to  gross  sales,  in  1843 <>  Delaware 
imposed  a license  tax  on  wholesalers  and  retailers  in  1852  which  was 
related  to  the  cost  of  the  merchandise  sold  and  subsequently  extended  the 
tax  to  manufacturers o 

The  first  of  the  modem  state  general  sales  tax  was  adopted  in 
West  Virginia  in  1921^  when  a tax  was  laid  on  the  gross  receipts  from 
sales  of  the  various  types  of  business  enterprise  classified  for  taxation 
at  different  rates.  The  agitation  for  the  adoption  of  a general  federaJ. 
sales  tax  after  the  First  World  War  failed,  but  apparently  the  popular 
debates  over  the  tax  had  some  influence  on  thinking  in  West  Virginia, 

It  was  not  until  the  depressed  1930’ s,  however,  that  the  states  in  numbers 
turned  to  general  sales  taxes  as  new  sources  of  revenue.  Revenues  from 
other  taxes  fell  off  during  the  depression  and  there  were  cries  for 
property  tax  relief.  Some  of  the  emergency  taxes,  as  in  Pennsylvania 
and  New  York,  were  abandoned  after  a brief  experiment.  But  during  the 
1930®  s new  taxes  were  adopted  in  22  states  which  remain.  Some  additional 
states  enacted  general  sales  taxes  in  1947  to  obtain  needed  new  revenues 
in  the  postwar  period  of  expanding  expenditures,  and  other  states  followed 
in  1949  and  1951®  The  nature  of  the  state  general  sales  taxes  and  the 
revenues  collected  in  the  fiscal  year  1952  are  indicated  in  Table  2, 
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TABLE  2 - STATE  GENERAL  SALES  TAXES  IN  1952 


Original 

Current 

Collections 

Originally 

Rate 

on 

Rate 

on 

Type  of  Present  Tax 

Fiscal  Tear  1952 

Stats 

Adopted 

Retailers 

Retailers 

Statutory  Desi^piatloo 

(in  Thousands) 

1 

Alabama 

1936 

li 

3 

Gross  Proceeds  From  Retail  Sales 

1 37,165 

2 

Arizona 

1933 

li 

2 

(1) 

Occupational,  Gross  Income 

22,21.6 

3 

Arkansas 

1935 

2 

2 

Gross  Proceeds  From  Retail  Sales 

27,569 

U 

California 

1933 

li 

3 

Gross  Receipts  From  Retail  Sales 

416,1.91. 

5 

Colorado 

1935 

2 

2 

Retail  Sales 

30,986 

6 

Connecticut 

1947 

3 

2 

(2) 

Gross  Receipts  From  Retail  Sales 

35,164 

7 

Delaware 

1852 

1/10 

(3) 

Merchants'  and  Manufacturers'  License  (3) 

317  (a) 

8 

Plorlda(c) 

1949 

3 

3 

Retail  Sales 

54,115 

9 

Georgia 

1951 

3 

3 

Retail  Sales 

93,654 

10 

Illinois 

1933 

2 

2 

(4) 

Occujoational,  Gross  Receipts  Prom  Retail  Sales 

191,934 

11 

Indiana 

1933 

5/8 

Gross  Income 

12 

Iowa 

1934 

2 

2 

Gross  Receipts  From  Retail  Sales 

69, 289 

13 

Kansas 

1937 

2 

2 

Gross  Receipts  Prom  Retail  Sales 

44,684 

14 

Louisiana (d) 

1936 

2 

2 

Retail  Sales 

54,288 

15 

Maine 

1951 

2 

2 

Retail  Sales 

11,212 

16 

Maryland (e) 

1947 

2 

2 

Retail  Sales 

29,246 

17 

Michigan 

1933 

3 

3 

Occupational,  Gross  Receipts  Prom  Retail  Sales 

245,660 

18 

Mississippi 

1930 

i 

2 

(1) 

Occupational,  Gross  Income 

30,864 

19 

Missouri 

1934 

2 

Retail  Price  Paid  by  Purchaser 

83,287 

20 

New  Mexico 

1933 

2 

2 

(1) 

Occupational,  Gross  Income  and  Gross  Receipts 

22,618 

21 

North  Carolina 

1933 

3 

3 

Occupational,  Gross  Sales  of  Wholesalers  and 

Retailers 

51,821 

22 

North  Dakota 

1935 

2 

2 

Gross  Receipts  Prom  Retail  Sales 

12,290 

23 

Ohio 

1935 

3 

3 

Retail  Sales  Price 

165,246 

24 

Oklahoma 

1933 

1 

2 

Gross  Receipts  Prom  Retail  Sales 

40,990 

25 

Rhode  Islaixl 

1947 

1 

2 

Retail  Sales  Price 

12,526 

26 

South  Carolina 

1951 

3 

3 

Gross  Proceeds  Prom  Retail  Sales 

37,581 

27 

South  Dakota 

1933 

1 

2 

Occupational,  Gross  Receipts  Prom  Retail  Sales 

16,137 

28 

Tennessee 

1947 

2 

2 

Retail  Sales 

50,022 

29 

Utah 

1933 

3/4 

2 

Retail  Sales 

16,890 

30 

Virginia 

1843 

- 

(5) 

Merchants'  License 

9,676  (b) 

31 

Washington 

1933 

i 

i 

3/10 

(1) 

('Occupational,  Gross  Proceeds  Prom  Sales,  and  Gross 
v'  Incosn 

135,230 

1935 

2 

v. 

4 

Uletall  Sales 

65,535 

32 

West  Virginia 

1921 

1/5  - 

2/5J 

(1) 

(^cuf>ational.  Gross  Incoms 

1934 

2 

i 

2 

l^oss  Proceeds  Prom  Retail  Sales  Price 

33 

Wyoming 

1935 

2 

2 

Retail  Sales 

7,804 

Sonrce  - Tax  lastitates,  Inc. , Tax  Policy.  ’Two  Decades  of  State  Sales  Taxes*,  May,  1962  and  Conmerce  Clearing  Honse,  Inc. 


(1)  Other  rates  appljr  to  certain  other  businesses. 

(2)  Unincorporated  aercantile  businesses  also  pay  $1  per  $1000  of  gross  incooe. 

(3)  ?or  BsrehantSf  on  aggregate  cost  of  merchandise  in  excess  of  $5000  plus  a nominal  fee  for  manufacturers,  $5 
plus  1/ltO  of  Ij^  of  aggregate  gross  receipts. 

(4)  On  98^  of  sales. 

(5)  Tax  of  $10  upon  gross  sales  of  retailers  not  exceeding  $1000,  $20  on  sales  up  to  $2000,  and  $20  plus  20  cents 
for  erery  $100  of  gross  sales  over  $2000.  A different  schedule  applies  to  gross  purchases  of  wholesalers, 
with  a »— -Hmim  tax  of  $50  plus  20  cents  on  every  $100  of  purchases  over  $10,000. 

(a)  Revenue  in  fiscal  year  1951. 

(b)  Includes  collections  from  both  business  license  taxes  and  merchants'  license  taxes  in  fiscal  year  1961. 

(c)  Previous  sales  tax  adopted  in  1935. 

(d)  Previous  sales  tax  adopted  in  1936  and  repealed  in  1940. 

(e)  Previous  sales  tax  adopted  in  1936. 
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General  sales  and  personal  income  taxes  may  be  employed  in  the  state 
re-venue  system  as  supplements  to  each  other j,  as  in  the  21  states  imposing 
both  types  of  taxes  In,  1952o  Except  in  Indiana,  where  a gross  income  tax 
was  levied,  these  states  collected  general  personal  net  income  taxes » 

Among  these  states  the  general  sales  tax,  with  only  a few  exceptions, 
produced  more  revenue  than  the  income  tax  because  of  its  broader  base  and 
its  great  yield  at  a rate  of  2 or  3 per  cento  A general  sales  tax,  like 
a personal  income  tax,  may  be  used  to  collect  substantial  revenues  from 
nonresidents  who  engage  in  taxable  activity  within  the  taxing  state.  On 
the  other  hand,  taxes  on  sales  can  be  avoided  ty  nonresidents  by  having 
their  purchases  delivered  into  the  state  of  residence  because  of  the 
federal  constitutional  barrier  to  taxing  exports  from  one  state  to  another. 
This  will  save  taxes  if  the  home  state  does  not  ha-ve  a similar  sales  tax 
with  a supplementary  use  tax  on  imports  from  other  states  to  catch  those 
purchasing  in  other  states.  By  having  goods  delivered  into  his  home  state, 
however,  the  nom^esident  may  have  to  incur  delivery  charges  which  he  could 
avoid  by  taking  the  merchandise  he  personally  selects  with  him. 

Features  Of  State  General  Sales  Taxes 

Some  of  the  important  features  of  the  state  general  sales  taxes  may 
be  summarized.  These  taxes  are  imposed,  in  the  economic  sense,  upon  the 
sales  or  purchases  of  tangible  personal  property.  Many  of  them  tax 
utility  services,  particularly  gas,  electricity,  telephone,  and  telegraph 
service,  Mai^  also  are  levied  on  amusements.  In  six  states  with  gross 
income  taxes,  numeroas  services  as  well  as  commodities. 

As  to  legal  incidence,  the  general  sales  taxes  may  be  imposed  on 
the  seller  or  the  purchaser.  As  a rule  the  state  laws  require  the  seller 
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to  pass  the  tax  on  to  the  buyer „ In  some  instances  the  vendor  is  allowed 
to  pass  the  tax  on  even  though  the  law  does  not  require  it*  In  Indiana 
and  New  Mexico,  where  gross  income  taxes  are  enforced,  it  is  left  to  the 
vendor  and  vendee  to  work  out  the  incidence  of  the  tax,  and  in  the  latter 
state  a method  of  bracketing  prices  into  classes  for  tax  shifting  purposes 
is  allowed  to  exists 

A general  sales  tax  may  be  imposed  legally  as  a license  or  occupation 
tax  on  the  privilege  to  engage  dji  the  taxed  business „ The  value  of  the 
privilege  is  then  measured  by  gross  sales  or  gross  receipts  from  sales. 

The  former  Pennsylvania  state  mercantile  license  tax  and  the  mercantile 
license  taxes  now  collected  by  some  Pennsylvania  local  governments  are 
examples  of  license  taxes  which  are  related  to  sales. 

The  tax  paid  by  the  seller  to  the  taxing  government  may  be  related 
(l)  to  gross  sales,  (2)  to  the  gross  receipts,  proceeds,  or  income  from 
sales,  as  defined  in  the  state  laws,  or  (3)  to  the  price  paid  by  the 
purchaser  for  each  item.  Gross  sales  tend  to  include  the  full  selling 
prices  of  taxed  commodities,  even  if  the  sale  is  a credit  sale  and  there 
is  no  down  payment  or  only  a partial  payment.  Gross  receipts  and  pro- 
ceeds from  sales  generally  include  only  the  amount  of  money  received  by 
the  vendor,  and  not  the  total  selling  price  of  credit  sales  until  it  is 
paid.  Gross  income  may,  in  effect,  be  gross  receipts  from  sales,  but 
these  terms  are  defined  somewhat  differently  among  the  states.  Adjust- 
ments are  almost  always  made  in  the  various  types  of  general  sales  taxes 
for  the  value  of  returned  merchandise  and  allowances  for  merchandise 
found  by  customers  to  be  unsatisfactory. 

The  exemptions  from  the  general  sales  taxes  vary  considerably. 

Nine  states  provide  exemptions  for  food  consumed  off  the  premises  of 
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vendors.  Several  states  exempt  fuel.  Motor  fuel  is  exempt  in  nearly  all 
of  the  states,  no  doubt  because  it  is  especially  taxed  and  also  because 
the  proceeds  cannot  be  used  for  General  Fund  functions.  Cigarettes  and 
alcohol  are  commonly  exempt  but  are  taxed  in  a considerable  number  of 
states.  Sales  to  the  federal  government  and  the  state  government  imposing 
the  tax  as  well  as  the  local  subdivisions  of  that  state  axe  customarily 
exempt.  Sales  to  educational,  charitable,  religious,  and  other  nonprofit 
institutions  are  exempt  in  a number  of  states.  Sales  by  farmers  of  their 
produce  are  conventionally  exempt,  as  are  sales  of  feed,  seed,  and  ferti- 
lizer, Casual  sales  which  are  not  made  in  the  course  of  trade  or  business 
are  also  usually  exempt. 

The  taxes  imposed  upon  retailing  exclude  sales  of  goods  for  resale, 
usually  by  restricting  the  exemption  to  goods  which  become  component 
parts  of  a product  which  is  subsequently  sold.  Machinery  and  other 
articles  employed  in  business  are  generally  taxed. 

Nearly  all  of  the  states  supplement  their  general  sales  taxes  with 
use  taxes  levied  on  the  use,  purchase,  or  storage  of  goods  imported  from 
other  states.  The  purpose  of  the  “compensating  use  taxes"  is  to  avoid 
discriminations  against  sales  by  domestic  firms  and  to  close  loopholes 
for  tax  avoidance.  The  United  States  Supreme  Court  has  held  that  a state 
cannot  tax  imports  from  other  states  with  a general  sales  tax  unless  the 
state  statute  specifically  imposes  a tax  upon  them  as  a supplement  to 
the  sales  tax,  A use  tax  cannot  restrict  interstate  commerce  unduly, 
by  implication.  The  revenues  obtained  from  the  use  taxes  which  are 
frequently  quite  difficult  to  enforce,  are  not  large,  but  the  taxes  are 
necessary  measures  to  protect  the  revenues  from  the  general  sales  taxes, 

A general  sales  tax  may  or  may  not  be  deductible  by  consumers  in 
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comp'iting  their  income  for  federal  taxation.  As  explained  in  one  tax 
manual,  "All  retail  sales  taxes  are  deductible  by  the  consumer  if  separately 
stated  and  passed  on  by  the  retailer,"^  In  the  states  specifically  imposing 
sales  taxes  on  purchasers,  the  amount  of  the  tax  is  not  included  in  the 
taxable  sales  of  vendors,  but  is  considered  to  be  an  addition  to  the  prices 
charged.  In  Indiana,  where  the  gross  income  tax  is  levied  on  vendors  who 
may  or  may  not  arrange  with  purchasers  to  pay  the  tax,  the  tax  is  a busi- 
ness expanse  if  it  is  not  separately  passed  on  to  buyers.  As  previously 
explained,  the  states  generally  provide  for  the  shifting  of  the  tax  by 
vendors  to  vendees.  Where  they  do  not,  they  do  not  prohibit  the  shifting 
of  the  tax.  The  point  here  is  however,  that  the  tax  must  be  separately 
charged  if  it  is  to  be  a deductible  item  for  consumers  in  determining 
their  net  incomes  for  federal  taxation. 

The  collections  of  the  state  general  sales  taxes  usually  are  paid 
into  the  General  Fund,  There  are  several  states,  however,  which  earmark 
all  or  a substantial  part  of  the  collections  for  schools,  including 
California,  New  Mexico,  North  Carolina,  Tennessee,  and  West  Virginia, 

Several  states,  among  them  Michigan  and  Ohio,  turn  over  a considerable  sum 
for  the  support  of  local  governments.  In  4 states  the  tax  collections  are 

devoted  to  financing  welfare  expenditures. 

The  cost  of  administering  a general  sales  tax  will  vary  with  the  effi- 
ciency of  enforcement,  the  concentration  and  number  of  taxpayers,  the 
volume  of  taxable  sales,  and  other  factors.  A summary  of  administrative 
costs  among  the  states  for  the  year  1948  showed  a range  of  costs  to  reve- 
nues from  0,9  to  2,2  per  cent  and  an  average  of  1,5  per  cent.  Costs  have 
recently  been  declining  in  relation  to  the  expanding  volume  of  tax 
collections, 2 

^Commerce  Clearing  House,  Inc, 

Report  of  the  California  Senate  Interim  Committee  on  State  and 
Locai  Taxation,  Part  III,  page  55,  1951, 


XI  - 8 


Isri&bet  ‘xol  atfrnrtrtb : wrT.f  • ;o.t 

■ ’ }'  ' 

*i£)£«n3/io'!)  Otis,  -sax^if  ■ aelBs  -iMi-m  -liA^  \Skmam 

S'.^^*‘P"vArACBt>i,  ■'&a^ad-s.;.>ri«^:jiI‘-  --^P^,freXt^  sd^  .-Xirf-  m 'bm^Bq  jbcm  ' 

.i  S'.;.;^-  X/4,  ..j-oxj  'BX  -vr.Sit ' ai-^fcr  liO-.:A.fM.mi?m-  &d&  4S*rS8BdaXD\:f  '.?IO  893^i' '"a^ilsa  " 

je'Xj.^i'f...x;'-^r,  ot-  .crg.i:.i’4‘.,5.&s  xjs  ed  o4”  bs’i&bt&isoo-.  ai  chid  lo  'aalBS  aicfiaxai'  ■ 

p£ig.v?i:iofeCT  ^Td..,f>ai:T?'9l.  ai  xoch  eiMci^ •.88X)'}:§  ©■tadsf  - al  - ■ 

• -■  ^'■i.-.'^fj'^-'  -j'lx  ■«.'kxj-  s/'ici"  x-sq^  oJ ■ s’laa^fogysq-.il^lw’  a^os^Ms'  i’ocs "*<jji3fl5  ‘id'  ■'^aijf  ■ 

p„..airgx'/s‘iq  oa'  ;ro  basaisq^ . xl©i^*iuqas  ioa  ai  d’i  US  ' ©8xs^3D9' seen 

91'^  ,.eif,t  iT/i  'ga^js^s  ©n^/txaiiixikpc©  . '• 

. . ■ . . ff 

: ^ii;•^.i■j■>■xlB  'Vi^  tti:<}xrip‘iq  ix.c.’ifx  oo- ^ 'ob  Yadvt  aiadW  •.Pas^fiicr'ev 'oj’  s'lcteerr 

xs/n.:  ^sad-  ad:  .ixuid.  ^^esrgwod  sA- '©Ted  j^oq-  edf  ^ocsiJ' 'ad#  lo 
?ii  ,^,:y:.ommi'soo-'i:ca.  DRx»>tj:  eMlionbeb  b 6cf-o#-ai  #1’ li:- x 

,fro±#aXB#  XiaiaJo©!  ‘xol  e'aifiiodjii  #€®l  xhed#  ' " 

, ' • 

.tpBq  -STB  A'XjBXfa.CT  aew  aalBa  Is^ener^  ad-Bde' "io  arrol'^o&Iioo  .:©dT  ' 

• r.‘ 

doixiw  ■^r.i'r^&iKyd  ,.cs©fed'a.  Jxs'icisfTOs  -mB'  &-x&df  ^hmfi  d&dk 

t ■ - . : * 

■•  3iX.L,o/.r£x^£  taloodijs  'xo'!  SfXOXL.f'ot.XXoH':  -r.':f#  la  #TBq  Xisl d -tfj  f fa 

3i\ 

xa^iXLqyxir  .TafeW- B/xs  ^^©©aaenug'r  ^^Bfillo'ijs.D  .d#taM;  ^bci^'SBM  "wbE 
cr.aa.  :-.,-imf}bx&noo  x I'ax'o -^''uxj-  ^olilO  £ucr  -aad#  gjaOfOB  Is'£6rir©8 

9!£ii  <3riCi.£gaLxcD  Xi'-.::,'  axil  u©#.e#e  A cX  ^s&umsrtdTo^  JjBOoX'-l.o  ^'tGcjqii®  ©d#  lo1 

^s©xi/#j:£«iaqx®  ©TEBlCe^i  ^ 

-xTi©  ad#  .n#xw  Zliu  XB.t  ' aeJlBa  iBiaiiag  B ;^ii,T:©#eXii£Bifis  ■ jfco  xf'sod'^adra'  . 

SIS#  , a-’x airEqxau  lo  isdjfiB'i'j  -biis  £CoiaBT#/39;>aoo  ■ aii# 

•©’xxdBptB  tcuasps  lo  'jTOTiEcxfa  A .aiod'OBl-irefli'O  /oci/s  ^aej^e  ©Icfisxs#  lid._  ^eiiXOV': 

, ’ ..j , P 

pl  sdeco  '.to  ©gxisi.  B bevods  B^^S  ib&x  sd#  *xol  b©#js#3  ad# ' '.qnciflffi  s#ao© 

. ;xvBd  .sdaoO  >ln9o  rceq  -^.X  l.o  ©giTiSTB  job  bos  duao  ‘xeq  S:<,S  o#  9*0 

•a,;;.' ' ’ •) 

x:9#  lo  asi^ov  gctXtoqafs . s«f#  d# . xiol#sl9^  ixi  v^shill-i&b  xieecf 

^ .snaWoeLEob' 


: »diil  ,setfoK  ^XTuaaXO  ©o-xaiaBRjO^ 

kxfi  oJ-BdrS  £tc  a©##jbasoO  • jEf 'xedml  edBneS  bJjtioIJlIbO  ad#  1o  dnoqeJS^ 

*X<i9I  ©SBq  ,III  dhc«?  ,JitoJ:#Bi3a3T  IbooiI 


'A'jX 


It  would  be  instructive  to  compare  the  administrative  costs  for  general 
sales  and  the  numerous  personal  Income  taxes  if  they  were  available.  Un- 
fortmately  comparable  data  are  of  only  limited  availability.  New  York 
State,  however,  has  an  estimated  administrative  cost  of  approximately 
1,5  per  cent  of  personal  net  income  tax  collections.  Such  data  as  are 
available  indicate  that  the  costs  of  administering  general  sales  taxes 
and  personal  income  taxes  may  be  approximately  equal, 

THE  BURDENS  OF  A GENERAL  SALES  TAX  ON  CONSUMERS 

It  is  commonly  agreed  that  the  various  types  of  sales  taxes,  whether 
they  are  imposed  upon  such  selected  articles  as  alcohol,  cigarettes,  or 
gasoline  or  on  commodities  and  services  in  general,  are  usually  shifted 
along  to  consumers  in  higher  prices.  It  is  also  knowi  that  there  are 
frequent  obstacles  to  tax  shifting  and  in  many  situations  sellers  will 
have  to  absorb  much  or  even  all  of  the  tax.  It  is  a general  tendency 
however,  for  these  taxes  to  be  shifted  to  consumers.  The  taxes  thus 
become  the  contributions  of  the  citizens  for  the  upkeep  of  the  public 
schools  and  the  support  of  the  other  governmental  services  which  are 
presiumably  of  general  benefit  to  the  comniunity„ 

Assuming  that  a general  sales  tax  is  shifted  entirely  or  very  sub- 
stantially to  coFiSumers,  it  will  burden  individuals  and  families  differ- 
ently, depending  upon  their  incomes,  spending  habits,  and  other  factors. 
If  every  consumer  expenditui*e  were  taxed,  whether  it  was  for  goods  or 
services,  the  tax  would  hit  every  dollar  of  income  of  those  who  were 
compelled  to  pay  out  that  income  to  meet  their  needs  as  consumers.  It 
would  also  fall  on  the  spending  of  savings,  borrowed  funds,  and  public 
assistance  aid.  At  the  top  of  the  income  scale,  a wealthy  family  which 
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saved  a considerable  part  of  its  income  would  be  taxed  on  only  part  of  that 
income.  The  ratio  of  sales  tax  payments  to  income  would  plainly  be  higher 
at  the  bottom  of  the  income  scale  than  at  the  top.  Such  a tax  would  there- 
fore be  regressive  in  its  burdens. 

The  regressivity  of  sales  tax  burdens  can  largely  be  removed  if  ex- 
penditures for  food  are  excluded  from  taxation.  This  is  true  because  the 
lower  income  families  and  individuals  usually  spend  a larger  part  of  their 
incomes  for  food  than  those  with  higher  incomes.  The  greater  importance 
of  food  expenditures  among  those  with  lower  incomes  is  illustrated  by  the 
data  assembled  by  the  United  States  Bureau  of  Labor  Statistics  concerning 
family  and  individual  expenditures  in  103  cities  in  1944o  In  this  study 
it  was  found  that  the  ratio  of  food  expenditures  decreased  from  39® 0 per 
cent  of  the  total  expenditures  for  those  with  incomes  below  $500  to  30,6 
per  cent  for  those  with  incomes  of  $5^000  and  over.  The-  expenditures  for 
food  for  home  consumption  declined  from  35® 0 per  cent  to  23,8  per  cent 
of  the  total  expenditures.  As  indicated  in  Table  the  ratios  of  food 
expenditures  for  home  use  declined  from  39,1  per  cent  of  average  money 
income  at  the  bottom  of  the  income  scale  to  10,3  per  cent  at  the  highest 
level  studied. 
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Table  3 - Ratios  of  Expenditures  for  Food 
for  Home  Use  to  Average  Money  Incomes 
of  Families  and  Individuals  in  103 
Cities  in  19^4 


Average  Money  Income  Class 

Per  Cent  Expended  for 
Food  for  Home  Use 

00 

39.1^ 

1,313 

26.8 

1,893 

26.9 

2,449 

25.3 

3,030 

24.6 

3,888 

22.1 

4,970 

18.9 

9,991 

10.3 

Source  - U.  S.  Bureau  of  Labor  Statistics  and  Report  of  the  California 
Senate  Interim  Committee  on  State  and  Local  Taxation,  Part 
III,  page  64,  1951. 
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Tax  JBurdens  on  Urban  Families  in  Pennsylvania 


In  an  effort  to  obtain  as  accurate  an  estimate  as  possible  of  the  possi- 
ble burdens  of  a general  sales  tax,  in  the  event  that  such  a tax  would  be 
enacted,  the  Tax  Study  Committee  has  secured  the  latest  avai2able  data  from 
the  United  States  Bureau  of  Labor  Statistics  concerning  family  expenditures. 
On  the  basis  of  the  expenditure  data  for  578  families  of  two  or  more  persons 
in  Philadelphia  and  Pittsburgh,  estimates  have  been  prepared  of  the  burden 
of  a 2 per  cent  retail  sales  tax  on  those  families.  The  expenditure  data 
relate  to  1950  and  were  assembled  by  the  Bureau  of  Labor  Statistics  as  part 
of  its  continuing  program  of  studying  living  costs  and  consmer  expenditures. 
In  assembling  the  data,  the  Bureau  has  used  modem  statistical  techniques  to 
assure  their  accuracy.  The  data,  as  yet  unpublished,  are  used  with  the 
permission  of  the  Bureau,^ 

Using  the  family  expenditure  data  for  1950,  the  Staff  of  the  Committee 
calculated  the  impact  of  a 2 per  cent  retail  sales  tax  on  those  families, 
assuming  for  illustrative  purposes  that  the  tax  would  be  fully  shifted.  It 
was  not  possible,  because  of  the  lack  of  data,  to  estimate  the  indirect 
sales  taxes  these  families  would  pay  in  purchasing  items  not  subject  to  taxa- 
tion at  the  retail  level  whose  prices  were  affected  indirectly  by  the  pay- 
ment of  sales  taxes  by  business  firms  in  their  purchases.  On  the  other  hand, 
in  assuming  that  the  entire  direct  sales  tax  was  shifted  to  consumers  on 
their  purchases,  there  may  be  some  exaggeration  of  the  taxes  they  wo\ild  di- 
rectly pay  in  buying  taxable  commodities  from  retailers, 

4he  data  were  collected  in  connection  with  the  Survey  of  consumer 
expenditures  by  the  Bureau  in  Philadelphia  and  Pittsburgh  in  1950, 

The  purpose  of  the  survey  and  the  methods  followed  in  assembling 
the  data  are  indicated  in  Monthly  Labor  Review,  January  1951,  pages 
56-59,  in  the  article,  "Consumer  Expenditures  Study,  1950," 
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In  Table  4 the  aggregate  expenditure  data  for  the  578  families  of  two 
or  more  persons  are  summarized  and  the  assumptions  as  to  taxability  of  expendi- 
tures in  each  of  several  cases  studied  are  noted.  In  each  case  it  is  assumed 
that  alcohol,  cigarettes,  and  tobacco,  which  are  subject  to  special  state 
sales  taxes , would  be  exempt  from  a general .retail  sales  tax.  Starting  out 
with  a tax  on  sales  of  tangible  personal  property  from  which  all  food  sales 
are  exempt,  the  analysis  proceeds  to  investigate  the  effects  of  adding  vari- 
ous commodities  and  services  to  the  tax  base.  In  every  case  it  is  assumed 
that  rentals  for  living  quarters  and  payments  for  the  purchase  of  homes 
would  be  exempt  from  a retail  sales  tax.  It  is  also  assumed,  merely  for 
illustrative  purposes,  that  sales  of  light,  refrigeration,  water,  admissions, 
and  periodicals  would  be  exempt.  Periodicals,  it  may  be  noted,  are  generally 
exempt  from  retail  sales  taxes.  The  illustrative  material  is  not  intended 
to  provide  a recommendation  by  the  Tax  Study  Committee  as  to  the  wisdom  of 
adopting  a general  sales  tax  or  the  features  of  such  a tax  in  the  event  that 
it  should  be  considered  as  a potential  revenue. 
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TABLE  4 - DISTRIBUTTON  OF  CONSUMER  EXPENDITURES  - 1950: 

AVERAGE  ANNUAL  EXPENDITURES  ON  SELECTED  ITEMS  BY  PHILADELPHIA  AND  PITTSBURGH  FAMILIES 

SUMMARY  OF  EXPENDITURES  SUBJECT  TO  OR  EXEMPT  FROM 
A HYPOTHETICAL  2 PERCENT  RETAIL  SALES  TAX 
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Footnotes  to  Table  4 


(1)  Includes  rent  paid  for  homes  (including  vacation  homes)  and,  in  the 
case  of  home  owners,  taxes,  insurance,  interest  on  mortgage,  and  the 
cost  of  repairs  and  improvement So 

(2)  Includes  expenses  of  laundry  and  cleaning  sent  out,  wages  of  maids, 
gardeners,  etc.,  the  expense  of  servicing,  insuring  and  repairing 
furnishings  and  equipment,  and  moving  expenses.  Also  includes  expend- 
itures on  stationery,  candles,  matches  and  other  household  articles, 
laundry  soap,  cleaning  supplies.  Service  and  commodity  items  cannot 
be  separated. 

(3)  Includes  expenditures  on  food  eaten  away  from  home,  whether  at  work  or 
at  school,  in  lunchrooms  or  restaurants.  Also  includes  expenditures, 
ice  cream,  soft  drinks,  and  candy  consumed  away  from  home. 

(4)  Includes  toilet  supplies  such  as  soap,  cleaning  tissue,  combs,  razors, 
etc. 

(5)  Includes  expenditures  for  pressing,  cleaning,  dyeing,  shoe  repairing, 
shoeshines,  and  watch  and  jewelry  repairs.  Also  includes  yard  goods 
bought,  yarn,  pins  and  needles,  thread  etc.  Service  and  commodity 
items  cannot  be  separated, 

(6)  Includes  expenditures  on  toys,  sporting  goods,  athletic  equipment, 
phonograph  records,  cameras,  hobby  equipment,  dues  paid  to  social  clubs, 
and  pets, 

(7)  Includes  expenditures  on  cars  and  automobile  equipment  and  supplies, 
also  the  cost  of  repairs,  insurance,  license  fees,  parking  and  garage 
rent.  Service  and  commodity  items  cannot  be  separated. 

(8)  Includes  expenses  of  local  transportation,  travel  expense,  and  the 
expense  involved  in  the  purchase  and  upkeep  of  boats,  bicycles,  and 
motorcycles.  Service  and  commodity  items  cannot  be  separated. 

(9)  Includes  the  expense  of  haircuts,  permanent  waves,  manicures  and 
similar  items. 

(10)  Includes  education  and  other  miscellaneous  expenditures. 
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The  importance  of  a food  exemption  to  the  lower  income  families  is 
shown  by  an  examination  of  the  data  in  Table  4-Case  A.  It  will  be  ob- 
served that  the  estimated  burden  of  a 2 per  cent  retail  sales  tax  on  sales 
of  tangible  personal  property,  exempting  food  and  the  especially  taxed 
commodities  alcohol,  cigarettes,  and  gasoline,  as  well  as  fuel  and  period- 
icals, would  rise  from  approxiimtely  0.36  per  cent  of  the  disposable 
income  for  families  with  disposable  incomes  under  $2,000  to  0.65  per 
cent  for  families  with  disposable  incomes  from  $5,000  to  $5,999  and  then 
decline  to  0,53  per  cent  for  families  with  disposable  incomes  of  $10,000 
and  over.  The  average  ratios  of  tax  to  gross  income  would  be  Oo35  per 
cent  for  the  lowest  income  families,  0.60  per  cent  for  those  with  incomes 
from  $5,000  to  $5,999,  and  approximately  0.48  per  cent  for  those  with  in- 
comes of  $10,000  and  over.  The  average  ratios  of  tax  to  disposable  and 
gross  income  would  be  highest  for  the  families  with  incomes  from  $5,000 
to  $5,999,  but  those  with  incomes  of  $10,000  or  more  would  pay  a higher 
ratio  of  tax  than  those  with  incomes  below  $3,000® 

If  the  food  exemption  were  confined  to  food  taken  away  from  the 
vendor’s  premises  for  consumption,  as  it  is  in  a number  of  states,  and 
the  basis  of  taimtion  were  othenid.se  identical,  the  retail  sales  tax 
would  still  have  a progressive  effect  up  to  the  $5,000  to  $5,999  level 
of  family  expenditiares.  As  shown  in  Table  4=fese  B,  the  average  ratio 
of  tax  to  disposable  income  would  rise  from  0.41  per  cent  on  families 
with  disposable  incomes  under  $2,000  to  0.75  per  cent  for  those  with 
incomes  from  $5,000  to  $5,999*  For  the  families  with  incomes  of  $10,000 
or  over  the  average  ratio  would  be  0,65  per  cent®  In  relation  to  gross 
income,  the  average  ratios  would  be  0«40,  0,69,  and  0.58  per  cent  re- 
spectively® 
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Table  U - CASE  A 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE  GOODS  AND  SERVICES 
AND  ESTIMATED  2 PERCENT  RETAIL  SALES  TAX  BURDEN 
FOR  SELECTED  INCOME  CLASSES 


Tax  applies  only  to  sales  of  tangible  personal  property,  exempting  food, 
alcohol,  cigarettes,  gasoline,  fuel  and  periodicals. 


Percentage  of  Average  Sales  Tax  Average  Sales  Tax 

Disposable  Income  Bxorden  as  a Burden  as  a 

Spent  on  Percentage  of  Percentage 

Disposable  In-  Taxable  Goods  Average  Disposable  of 

come  Classes*  and  Services  Income  Gross  Income 


Under  $2,000 

17.89^ 

0.36% 

0.35^ 

2,000 

- 2,999 

23.21 

0.46 

0.44 

3,000 

- 3,999 

23. ko 

0.57 

0.53 

U,000 

- ^+,999 

29.79 

0.60 

0.56 

5,000 

- 5,999 

32.58 

0.65 

0.60 

6,000 

- 1M9 

29.36 

0.59 

0.54 

7,500 

- 9,999 

29.81 

0.60 

0.53 

10,000 

and  over 

26.60 

0.53 

0.48 

Source  - Based  on  unpublished  data  from  the  Survey  of  Consumer  Expenditxires 
in  1950,  Bureau  of  Labor  Statistics,  U.  S.  Department  of  Labor. 

* Disposable  income  is  Income  after  personal  income  taxes • 
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Table  k - CASE  B 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE  GOODS  AND  SERVICES 
AND  ESTIMATED  2 PERCENT  RETAIL  SALES  TAX  BURDEN 
FOR  SELECTED  INCOME  CLASSES 


Tax  applies  only  to  sales  of  tangible  personal  property,  exempting  food 
cons-umed  off  vendor's  premises,  alcohol,  cigarettes,  gasoline,  fuel,  and 
periodicals. 


Disposable  In- 
come Classes* 

Percentage  of 
Disposable  Income 
Spent  on 
Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage 
of 

Gross  Income 

Under 

$2,000 

20.56^ 

O.klfo 

0.4o^ 

2,000 

- 2,999 

27.96 

0.56 

0.53 

3,000 

- 3,999 

33.11 

0.66 

0.62 

U,000 

- ^,999 

3i^.T3 

0.69 

0.65 

5,000 

- 5,999 

37.64 

0.75 

0.69 

6,000 

- lM9 

34.08 

0.68 

0.62 

7,500 

- 9,999 

34.81 

0.70 

0.62 

10,000 

and  over 

32.27 

0.65 

0.58 

Source  - Based  on  unpublished  data  from  the  Survey  of  Consumer  Expenditures 
in  1950,  Bureau  of  Labor  Statistics,  U.  S.  Department  of  Labor. 

* Disposable  Income  is  income  after  personal  income  taxes. 
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If  an  exemption  for  clothing  were  added  to  the  exemption  of  food  con- 
sumed off  the  vendor’s  premises  and  the  other  exemptions  allowed  in  Case  B, 
the  sales  tax  burden  would  be  reduced  considerably  for  all  income  classes* 
Since  the  ratio  of  clothing  expenditures  to  incomes  tended  to  increase  as 
incomes  increased  among  the  families  studied,  the  lower  incomes  would 
benefit  relatively  less  than  the  upper  from  a clothing  exemption.  For 
families  with  gross  incomes  under  |2,000,  the  average  sales  tax  burden  was 
0o40  per  cent  of  gross  income  before  the  clothing  exemption,  and  0.25  per 
cent  after  the  exemption.  But  for  families  with  incomes  of  $10,000  and 
over,  the  average  sales  tax  burden  was  0.58  per  cent  of  gross  income  before 
the  clothing  exemption,  and  0.37  per  cent  after  the  exemption.  Various 
studies  by  the  U,  S.  Bureau  of  Labor  Statistics  have  indicated  a tendency 
for  upper  income  families  to  spend  a larger  proportion  of  their  incomes 
for  clothing  than  the  lower.  Therefore  the  Pennsylvania  relationship  be- 
tween clothing  expenditures  and  incomes  was  to  be  expected. 

Even  with  a clothing  exemption,  the  retail  sales  tax  burden  in- 
creased in  relation  to  income,  gross  and  disposable,  up  to  the  $5,000  to 

$5  ,999  class.  The  ratio  of  tax  to  income  was  lower  for  families  with 
' * 

incomes  of  $10,000  and  over,  than  for  fsimilies  with  incomes  of  $3,000  to 
$3,999. 

If  fuel  should  be  taxed,  the  average  ratios  of  tax  to  disposable 
and  gross  incomes  would  increase  someidiat  for  all  income  classes.  The 
estimated  average  ratio  of  tax  to  disposable  income,  as  revealed  in 
Table  4-Case  D,  would  be  approximately  0.50  per  cent  for  families  with 
disposable  incomes  under  $2,000.  It  would  be  0.80  per  cent  for  families 
in  the  $5,000  to  $5,999  group  and  0,67  per  cent  for  the  highest  income 
families.  The  average  ratios  of  tax  to  gross  income  would  be  approximately 
0.49,  0.73,  and  0,60  per  cent  respectively. 
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Table  4 - CASE  C 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE  GOODS  AND  SERVICES 
AND  ESTIMATED  2 PERCENT  RETAIL  SALES  TAX  BURDEN 
FOR  SELECTED  INCOME  CLASSES 


Tax  applies  only  to  sales  of  tangible  personal  property,  exempting  clothing, 
food  consumed  off  the  vendor's  premises,  alcohol,  cigarettes,  gasoline, 
fuel,  and  periodicals. 


Percentage  of 
Disposable  Income 
Spent  on 

Disposable  In-  Taxable  Goods 

come  Classes*  and  Services 

Average  Sales  Taoc 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income* 

Average  Sales  Tax 
Burden  as  a 
Percentage 
of 

Gross  Income 

Under  $2,000 

12.96^ 

0.26^ 

0.26^ 

2,000  - 2,999 

18.79 

.38 

.36 

3,000  - 3,999 

22.66 

.^5 

.43 

4,000  - 4,999 

24.69 

.49 

.46 

5,000  - 5,999 

26.31 

.53 

.48 

6,000  - 7,499 

24.03 

.48 

.44 

7,500  - 9,999 

24.21 

.48 

.43 

10,000  and  over 

20.49 

.41 

.37 

Source ; Based  on  unpublished  data  from  the  Survey  of  Consiamer  Expenditures 
in  1950,  Bureau  of  Labor  Statistics,  U.  S.  Department  of  Labor. 

*Disposable  income  is  income  after  personal  Income  taxes . 
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Table  4 - CASE  D 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE  GOODS  AND  SERVICES 
AND  ESTIMATED  2 PERCENT  RETAIL  SALES  TAX  BURDEN 
FOR  SELECTED  INCOME  CLASSES 


Tax  applies  only  to  sales  of  tangible  personal  property,  exempting  food, 
consumed  off  vendor's  premises,  alcohol,  cigarettes,  gasoline, 

and  periodicals 


Percentage  of 
Disposable  Income 
Spent  on 

Disposable  In-  Taxable  Goods 
come  Classes*  and  Services 


Average  Sales  Tax 
Biarden  as  a 
Percentage  of 
Average  Disposable 
Income 


Average  Sales  Tax 
Burden  as  a 
Percentage 
of 

Gross  Income 


Under  $2,000 

24 . 94^ 

0.50^ 

0.49^ 

2,000  - 2,999 

31.47 

0.63 

0.60 

3,000  - 3,999 

35.96 

0.72 

0.68 

4,000  - 4,999 

37.59 

0.75 

0.70 

5,000  - 5,999 

39.96 

0.80 

0.73 

6,000  - 7,499 

36.19 

0.72 

0.66 

7,500  - 9,999 

36.65 

0.73 

0.65 

10,000  and  over 

33.29 

0.67 

0.60 

Soxorce  - Based  on  vinpubllshed  data  from  the  Survey  of  Consumer 
Expenditures  in  1950,  Bureau  of  Labor  Statistics, 

U.S. Department  of  Labor. 


*Disposable  income  is  income  after  personal  income  taxes. 
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The  tax  base  could  be  broadened  to  include  the  sale  of  certain  services, 
including  household  operation,  laundry,  and  other  clothing  services  and  per- 
sonal services  and  still  provide  a rising  ratio  of  tax  to  disposable  and 
gross  incomes  up  to  the  $5,000  to  $5,999  level  of  family  incomes,  as  shown 
in  Table  4-G^se  E,  Under  the  conditions  assumed,  the  average  ratio  of  tax 
to  disposable  income  would  increase  from  0.65  per  cent  for  families  with 
disposable  incomes  under  $2,000  to  0.94  per  cent  for  those  with  incomes  from 
$5,000  to  $5,999.  The  ratio  for  families  with  disposable  incomes  of  $10,000 
and  over  would  be  0,82  per  cent.  In  relation  to  gross  income,  the  average 
ratios  of  tax  to  income  would  be  0,64,  0,86,  and  0.73  per  cent  respectively. 
With  the  broader  tax  base,  more  tax  would  obviously  be  paid  and  revenues 
would  increase. 

The  effect  of  taxing  all  food  sales  is  indicated  in  Table  4-Case  F, 
where  the  tax  is  confined  to  sales  of  tangible  personal  property.  Here  the 
ratio  of  tax  to  both  disposable  and  gross  incomes  is  highest  for  the  fami- 
lies with  the  lowest  incomes  and  falls  consistently  as  family  incomes  in- 
crease, In  relation  to  disposable  income,  the  average  ratio  of  tax  is 
2,23  per  cent  at  the  bottom  of  the  income  scale  and  1,39  per  cent  at  the 
top.  When  compared  with  gross  income,  the  average  ratio  of  tax  is  2,20 
per  cent  for  the  lowest  income  families  and  1.24  per  cent  for  those  with 
the  highest  incomes,  A tax  of  this  nature  is  plainly  regressive  in  its 
burdens,  requiring  a higher  ratio  of  the  lower  incomes  than  the  higher. 

A tax  with  no  exemptions  of  any  sort,  taxing  all  commodities  and  services, 
would  place  still  heavier  burdens  upon  the  lowest  income  families  and  in- 
dividuals and  would  be  decidedly  regressive  in  its  effects. 
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Table  4 - CASE  E 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABLE  GOODS  AND  SERVICES 
AND  ESTIMATED  2 PERCENT  RETAIL  SALES  TAX  BURDEN 
FOR  SELECTED  INCOME  CLASSES 


Tax  applies  only  to  sales  of  tangible  personal  property,  services  for 
household  operation,  laundry  and  other  clothing  services,  and  personal 
services.  Exemptions  include  food  consiimed  off  vendor's  premises, 
alcohol,  gasoline,  tobacco,  and  periodicals . 


Disposable  In- 
come Classes* 

Percentage  of 
Disposable  Income 
Spent  on 
Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage 
of 

Gross  Income 

Under  $2,000 

32.30^ 

0.6% 

0.6% 

2,000 

- 2,999 

38.64 

0.11 

0.74 

3,000 

- 3,999 

42.34 

0.85 

0.80 

4,000 

- ^,999 

44.36 

0.89 

0.83 

5,000 

- 5,999 

46.97 

0.94 

0.86 

6,000 

- 

42.65 

0.85 

0.78 

7,500 

- 9,999 

45.83 

0.92 

0.82 

10,000 

and  over 

40.87 

0.82 

0.73 

Source  - Based  on  unpublished  data  from  the  Survey  of  Consumer  Expenditures 
in  1950^  Bureau  of  Labor  Statistics,  U.  S.  Department  of  Labor. 

* Disposable  income  is  income  after  personal  income  taxes . 
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Table  4 - CASE  F 


PERCENTAGE  OF  DISPOSABLE  INCOME  SPENT  ON  TAXABIH  GOODS  AND  SERVICES 
AND  ESTIMATED  2 PERCENT  RETAIL  SALES  TAX  BURDEN 
FOR  SELECTED  INCOME  CLASSES 


Tslx  applies  only  to  sales  of  tangible  personal  property,  exempting 
alcohol,  cigarettes,  gasoline,  and  periodicals. 


Disposable  In- 
come Classes* 

Percentage  of 
Disposable  Income 
Spent  on 

Taxable  Goods 
and  Services 

Average  Sales  Tax 
Burden  as  a 
Percentage  of 
Average  Disposable 
Income 

Average  Sales  Tax 
Burden  as  a 
Percentage 
of 

Gross  Income 

Under  $2,000 

111.68^ 

2.23^ 

2.20^ 

2,000  - 2,999 

101.87 

2.04 

1.94 

3,000  - 3,999 

95.89 

1.92 

1.80 

4,000  - 4,999 

94.86 

1.90 

1.77 

5,000  - 5,999 

89.60 

1.79 

1.65 

6,000  - 7,499 

80.78 

1.62 

1.47 

7,500  - 9,999 

86.56 

1.73 

1.54 

10,000  and  over  69-44 

1.39 

1.24 

Source  - Based 

on  unpublished  data 

from  the  Survey  of 

Consiomer 

Expenditures  in  1950,  Bureau  of  Labor  Statistics,  U.  S. 
Department  of  Labor* 


*Disposable  income  is  income  after  personal  income  taxes  . 
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42  - IX 


study  of  Retail  Sales  Tax  Burdens  In  California 


Additional  information  concerning  the  burdens  of  a retail  sales  tax  on 
consumers  at  different  income  levels  is  provided  by  an  analysis  of  the  ef- 
fects of  a combined  3 per  cent  state  and  a 0,5  per  cent  city  retail  sales 
taxes  in  California,^  The  study  is  part  of  an  extensive  study  of  the  Cali- 
fornia state  and  local  tax  system  and  its  economic,  administrative,  and 
other  problems.  The  combined  3,5  per  cent  tax  in  this  analysis  is  imposed 
upon  sales  of  tangible  personal  property,  excluding  food  consumed  off  the 
premises.  In  California,  however,  sales  of  alcoholic  beverages,  cigarettes, 
and  gasoline  are  apparently  taxable.  In  the  study  expenditure  data  for 
families  and  individuals  in  Los  Angeles  and  San  Francisco  for  1949  were 
used  to  provide  a basis  for  estimating  sales  tax  burdens.  The  data  had 
previously  been  assembled  by  independent  studies  of  the  living  costs  and 
expenditures  of  families  with  different  occupations  and  in  different  in- 
come levels.  The  data  are  summarized  in  Table  5,  The  analysis  of  family 
expenditures  and  estimated  retail  sales  tax  payments,  with  an  exemption 
for  food  consumed  off  the  vendor’s  premises,  show  a ratio  of  tax  to  gross 
income  increasing  from  0.59  per  cent  for  the  lowest  income  families  up  to 
1.05  per  cent  for  the  highest.  Without  a food  exemption,  the  tax  ratios 
would  run  in  the  opposite  direction,  with  the  highest  ratio  of  2,29  per 
cent  at  the  bottom  of  the  income  scale  and  1.49  per  cent  at  the  top. 

As  a further  indication  of  the  importance  of  a food  exemption,  the 
study  explored  the  significance  of  the  California  tax  with  respect  to  food 
consumed  in  commercial  eating  places.  It  was  concluded  that  when  all  meals 
are  taxed,  the  taxation  of  meals  takes  a higher  per  cent  of  the  lower  in- 
comes than  of  the  higher.  The  exemption  of  the  less  expensive  meals  would 
remove  or  at  least  lighten  the  food  tax  on  the  lower  income  consumers, 

^Report  of  California  Senate  Interim  Committee  on  State  and  Local 
Taxation. 
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Table  5 - EFIHCTS  OF  FOOD  EXEMPTION  ON  THE  CALIFORNIA  3.5  PERCENT 


RETAIL  SALES  TAX  BURDENS  ON  FAMILIES  IN 
FIVE  INCOME  CLASSES,  I9U9 

Food  Exempt^  Food  Taxed 


Gross 

Income  Class 

Tax 

Percentage  Tax 
of  Income 

Tax 

Percentage  Tax 
of  Income 

$1,935.12 

$ 11.28 

0.59'/^ 

$ 44.30 

2.29^ 

i^,040.5U 

34.15 

0.84 

80.39 

1.99 

it-,  386. 64 

37.01 

0.84 

82.45 

1.89 

5,432.53 

54.06 

0.98 

98.32 

1.81 

12,405.71 

129.57 

1.05 

185.31 

1.49 

a 

Exemption 

applies  to  food 

consiomed  off 

the  vendor's  premises 

Source:  Report  of  California  Senate  Interim  Committee  State 
and  Local  Taxation 


The  California  analysis  of  sales  tax  burdens  dealt  only  with  the 
effects  of  the  taxes  directly  paid  by  consumers  in  purchases  in  the 
retail  markets.  Data  were  apparently  not  available  to  show  what  the 
indirect  tax  burdens  would  be  that  fell  upon  consumers  through  increased 
business  expenses  which  were  not  fully  reflected  in  consumer  purchases. 
It  was  also  assumed  that  the  retail  sales  tax  was  fully  shifted  to  con- 
sumers to  illustrate  the  possible  burdens  of  the  tax.  The  study,  like 
that  in  Pennsylvania,  was  limited  to  certain  families  and  did  not  cover 
the  whole  population.  In  California,  however,  the  family  budgets  used 
as  a basis  for  estimating  sales  tax  burdens  were  selected  by  statis- 
ticians as  being  typical  of  the  budgets  of  families  in  the  various 
occupations  studied  and  with  different  incomes. 
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Studies  like  those  conducted  in  California  and  Pennsylvania  will  not 
measure  accurately  the  burdens  of  a general  sales  tax  on  all  families  and 
individuals e Presumably  they  will  indicate,  however,  the  general  pattern 
of  tax  burden  distribution.  Most  of  the  nation’s  population,  or  69  per 
cent,  according  to  the  United  States  Bureau  of  Labor  Statistics,  had  gross 
incomes  below  $4,000  in  1950o  The  median,  or  average,  gross  income  of 
families  that  year  was  $3,319.  The  median  family  gross  income  in  cities 
was  $3,673,  that  in  rural  nonfarm  areas  was  $3,027,  and  that  on  farms  was 
$1,970«  The  California  and  Pennsylvania  studies  appear  to  show  that  the 
ratio  of  tax  to  gross  income  for  the  great  majority  of  the  population 
would  be  lower  than  the  ratio  for  most  of  those  with  gross  incomes  over 
$4,000,  if  a food  exemption  were  allowed  for  a retail  sales  tax.  The 
family  and  individual  income  data  also  reveal  that  most  of  the  nation's 
population  lives  upon  a moderate  income  basis.  For  these  families  and 
individuals  it  is  especially  important  that  a food  exemption  be  granted 
by  the  states  imposing  general  sales  taxes, 

A clothing  exemption,  as  previously  observed,  would  benefit  the 
upper  income  families  relatively  more  than  the  lower.  The  explanation 
is  that  the  ratio  of  clothing  expenditures  to  family  incomes  rises  as 
incomes  increase,  as  shown  by  United  States  Bureau  of  Labor  Statistics 
studies. 
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ADVANTA($S  AND  DISADVANTAGES  OF  DIFFERENT  TYPES 
OF  GENERAL  SALES  TAXES 


The  major  features  and  some  of  the  burdens  of  the  general  sales  taxes 
imposed  by  the  states  have  been  indicatedo  If  a state  should  adopt  a gener- 
al sales  tax,  which  type  should  it  choose?  Perhaps  some  light  may  be  shed 
on  the  question  by  an  analysis  of  the  advantages  and  disadvantages  of  the 
different  types  of  general  sales  taxation  collected  by  the  states.  Each 
type  has  merits  and  weaknesses  which  are  now  well  known  to  students  of  taxa- 
tion. 

1,  The  Turnover,  or  Universal,  Sales  Tax 

Six  of  the  states  impose  gross  income  taxes  on  nearly  all  levels  of 
business  activity.  Even  these  may  have  some  exemptions,  such  as  farmers' 
sales  of  their  produce.  Such  taxes  are  sometimes  called  "Turnover  Taxes" 
because  they  tax  all  business  tiimovers,  or  sales,  in  the  various  processes 
of  production  and  distribution  and  may  also  be  applied  to  financing  and  the 
various  service  industries. 

The  more  universal  the  coverage  of  a general  sales  tax,  the  more  reve- 
nue which  may  be  raised  at  a given  rate.  A low  rate  t-urnover  tax  may  there- 
fore raise  as  much  revenue  as  a high  rate  tax  on  manufacturing  alone  or  a 
fairly  high  rate  on  retailing  alone. 

A universal  sales  tax  may  also  seem  to  be  fair  because  it  has  few  or  no 
exemptions  and  all  industries  are  subject  to  the  tax.  The  broad  coverage 
may  require  different  tax  rates  for  retailing,  wholesaling,  manufacturing, 
and  other  types  of  business,  however,  because  of  substantial  differences  in 
profit  margins  and  in  their  vulnerability  to  a tax  when  it  is  not  shifted. 
The  moment  that  different  tax  rates  are  imposed  on  different  industries  or 
they  are  taxed  on  different  bases,  it  becomes  necessary  to  define  each 
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industry  for  special  treatment  and  new  administrative  and  compliance  prob- 
lems are  created.  Tax  differentials  also  open  the  door  to  discriminations 
and  political  pressures  to  secure  a favored  tax  position  for  each  industry, 

A universal  sales  tax  involves  the  maximum  number  of  taxpayers.  The 
costs  of  administration  and  tax  compliance  are  thereby  increased. 

Such  a tax  also  pyramids  along  from  seller  to  buyer  until  it  arrives 
at  its  destination,  the  consumer.  The  more  times  an  article  changes  hands, 
the  greater  is  the  tax  added.  It  is  customary  for  manufacturers  and  mer- 
chants to  include  taxes  of  this  nature  in  their  expenses  v/here  they  are 
not  separately  charged  to  purchasers,  so  the  profit  markup  includes  a 
profit  on  the  tax  as  well  as  a profit  on  other  costs,  where  it  can  be 
obtained.  As  it  is  sometimes  said,  a tax  is  added  to  a tax.  The  large 
concerns  which  can  combine  several  processes  of  production,  financing,  and 
distribution  will  have  a lower  tax  cost  than  competitors  who  perform  a 
single  or  a few  processes.  Monopoly  is  therefore  said  to  be  nurtured  by 
a general  turnover  tax. 

As  a business  expense,  such  a tax  tends  to  be  included  in  prices  to 
a greater  extent  than  a tax  confined  to  one  level  of  activity.  It  places 
home  industries  at  a disadvantage  in  meeting  interstate  competition  with 
firms  which  do  not  have  to  meet  similar  business  expenses. 

The  more  universal  a sales  tax  is,  the  more  its  burdens  and  inequali- 
ties among  industries  and  business  firms  are  multiplied.  As  it  is  shifted 
along  to  consumers,  it  cumulates  from  one  stage  to  another.  Why,  then,  is 
such  a tax  used  by  six  states?  The  answer  apparently  is  that  it  may  pro- 
vide considerable  revenue.  It  may  be  looked  upon  as  a substitute  for  a 
corporate  net  income  tax,  as  it  is  in  Indiana  and  West  Virginia.  Its 
rate  may  be  low  and  its  total  burden  is  not  fully  visible  to  the  con- 
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sumers  iriio,  as  a rule,  mast  finally  pay  it.  It  would  be  difficult  to 
provide  a food  exemption  from  a •universal  sales  tax  because  of  the 
complications  arising  in  exempting  food  sales  at  every  stage  of  produc- 
tion and  distribution, 

2,  A Tax  on  Manufacturing,  Wholesaling,  and  Retailing 
A tax  limited  to  manufacturing,  wholesaling,  and  retailing,  as  the 
Delaware  tax  is,  has  somewhat  similar  advantages  and  disadvantages.  The 
tax  base  is  narrower,  but  manufacturing,  \irholesaling,  and  retailing  ;/ill 
have  to  be  defined  for  tax  purposes.  Tax  enforcement  will  have  to  apply 
to  a great  number  of  taxpayers.  The  problem  of  rate  differentiation 
among  the  taxed  industries  is  bound  to  arise.  Tax  pyramiding,  although 
less  than  with  a universal  sales  tax,  will  be  substantial.  At  a par- 
ticular rate,  more  revenue  can  be  raised  than  from  a tax  on  wholesaling 
and  retailing  only.  Much  of  the  tax  burden  may  be  concealed  from  con- 
sumers, who  see  only  the  tax  they  pay  to  retailers,  if  it  is  separately 
charged  to  them.  Food  sales  could  be  exempt,  but  this  would  be  cumber- 
some because  the  exemption  would  have  to  be  granted  at  all  levels  of 
selling, 

3.  A Tax  on  Wholesaling  and  Retailing 
North  Carolina  and  Virginia  confine  their  general  sales  taxes  to 
wholesaling  and  retailing.  Like  Delaware,  Virginia  does  not  obtain  much 
revenue  from  her  license  tax  that  is  related  to  sales.  North  Carolina 
obtains  substantial  revenue,  but  an  examination  of  the  receipts  sho^^^s 
that  nearly  all  of  this  is  gathered  in  from  retailers.  In  the  fiscal 
year  1950,  North  Carolina  raised  $41»9  million  from  the  general  sales 
and  use  tax.  The  tax  on  retailing  had  a yield  of  $39,5  million  and  the 
use  tax  returned  $1,6  million,  but  the  tax  on  wholesaling  produced  only 


XI  - 30 


o,J  act  Wisw.cIS  . .j-E  ^ 


. fi  2sol:1; 'iiof%a0« 


-^.f/iiso'sq  1<5  Bril'jqMsr^  ixi  .pt^sl'ig  a£ioi^£ir>lj:qM^^^ 

•;J5  ■ :.w.,’;''W:»^  ;Jkw 


■anJ  Si3  ki^  ^^/..itli>e&lodw  fedf'iuEtX  xsJ-  A 

sax:  „oS'^.;^..-aa-^',D3a,r.j  &ag.s^iiB*rlhB  %s.rija£Q  d^sd^g^ojoa- aM  K8i:-xs^;''S’Is«BX©a  3 
k-^.:.^.;.x^s:?:  .^siiljjsesioztw  tSai'ind-OB'lmss-ird.  asBd 


...  r ->  .. . 


X,i.-‘.Vw  r'--j 


avrio-rtclns  ^asT  ^a&aoqmj  3ca^  I:^siklBb  ed ' o& 


'i 


r;of-y-z'rr:ifi-jni.i::  j-,  ^^Jxiojq  ©rIT  ■'  .,a7.^z^qr^.&  lo  &^o&  i 

r\^ucd7lji  . :V2i:kfci,iB-s"v:q  aax  .eei'X^s  ..:>i-  tood  zl  ’a&ritBSJiml  b^XB& 


.-tx^q  3 ,dA 


..i.edk.:.3.j  mm  xl  XLhi  aaLss  £ea'isTi£i:£T  s dfh^  mdd  aa©X 


•3L^i.ii3  0j.,OijV  .(;-  riB^  ?■  xmdq  sd  mo  mzi^m  -Enom 

■-.  :v'.^  :i-,o'rj.  ,.'!.:jL':  c-\.jf/-'j:o  fvi  ' ri?.si  ::-iD^ssd  'X3&  e.dj  ‘Xc  BloSi  «T.C£j5a  .§itx,c£ 


JV'SU  imd’ 


ix  jra";  o,t  'ZEq  \'©d,r  xad  eiicf*  vJijo  asa , ariy!-; 


-3u.„,-.  i a.v.j.jC'V.’  -i,.ti..,:  Xl-.}  jiciTJ^xy  ad  Jbjjjoij  s-sjXb^  hoo*^  »ai©jrM  d^'rfoQgnsffo'i’^^l 

.i-O  wsi.  • '.,.c^  a a bfcqfiB-iq  -,.ci'  od  ,b.toow  no,xdqissxs  ad.t 

• = ■': '’‘b, 

■ qnISB&QSDdM  m x&t  A-  ,C 


Oj  c Oju>,t 


m m-tem-v.^  TLodt  fixcilrroo  ^5iMsxc¥  bi?^/ j0xjXIc‘XsD 


dOX;H  iUJW\>0  dv'D'  •B.XaX.gaxV  ^STLSWalaCf  J 


aAiJ  .,saiLlj3dsi  to .- 


•CiixI.'ieO  dei-oa  .2'^u3o  od  be^Blax  ai  dadd  ^csd  9Q£<€oi:I  xed 


■ ?.v 


Si- 


■'.V:ed£j  3dqix;;-ex  '.dd  lo  noUammBxe  m dxfd.  ^eioxxav©^ 

^Kv-cq  edd  „sxajd:BdD'x  at  bmedSs'g  si  sidi  ‘io  Us 


Is'tB00§  s>fi;r  s:o|:X.i:^  ©sxiiBX  .mUo^xaO  dixoH 

&dd  .fefv^  uoiXirai  e.PcI  lo  Uetx  B fesd  gsiiisisT:  ao  kb^  &dT  • aasO 


Xuio  biii.mQaq  ^allssaXoiix/.  ao  , xsi  add  M ^notUIm  .d^£^ 


qii 


oe  - n :|vq.s4^«5 


$747,921,  The  explanation  is  obvious.  Retailing  is  taxed  at  a rate  of  3 
per  cent,  wholesaling  at  a nominal  rate  of  l/20  of  1 per  cent. 

Narrowing  the  tax  to  wholesaling  and  retailing  reduces  the  number  of 
taxpayers,  lessens  the  tax  pyramiding,  and  at  least  theoretically  permits 
raising  more  revenue  at  lower  rates.  But  there  remains  the  problem  of 
distinguishing  and  defining  wholesaling  and  retailing  and  choosing  the 
appropriate  tax  rate  for  each  type  of  trade.  There  is  also  the  problem 
of  how  to  arrange  a food  exemption,  if  that  is  considered  desirable. 

The  Pennsylvania  state  mercantile  license  tax,  which  was  abandoned 
in  1944,  was  a tax  on  wholesaling  and  retailing,  as  are  the  similar  taxes 
of  certain  Pennsylvania  local  governments.  The  state  tax,  with  its  di- 
vision of  responsibility  among  state  and  county  officials,  was  poorly 
administered  and  yielded  little  revenue.  To  supply  large  revenues  the 
rates  would  have  to  be  much  higher  than  the  former  l/lO  of  1 per  cent 
on  retailing  and  l/20  of  1 per  cent  of  wholesaling,  and  the  tax  would 
have  to  be  effectively  enforced  by  state  tax  officials. 

Unless  the  mercantile  tax  were  separately  charged  to  consumers,  it 
could  not  be  deducted  by  them  in  computing  their  federal  income  taxes. 

If  it  were  not  separately  charged,  it  XTOuld  be  a hidden  sales  tax.  If 
it  had  to  be  absorbed  by  wholesalers  and  retailers,  it  would  disregard 
profits  and  losses  and  have  many  unequal  burdens.  As  a hidden  tax  on 
consumers,  a food  exemption  conoid  hardly  be  granted.  Without  such  an 
exemption,  the  tax  would  be  decidedly  regressive  in  its  burdens,  hitting 
the  poorest  consumers  hardest, 

4,  A Tax  On  Retail  Sales  or  P»jir chases 
The  tax  confined  to  selling  or  buying  at  the  retail  level  has  a more 
restricted  base  than  the  other  types  of  general  sales  taxes  discussed.  A 
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higher  rate  is  therefore  necessary  to  raise  a given  amount  of  revenue.  But 
the  volume  of  retailing  is  so  great  that  a tax  of  2 or  3 per  cent  in  a state 
of  high  commercial  development  will  raise  large  revenues  if  the  exemptions 
are  not  excessive.  In  the  fiscal  year  1952,  Illinois  obtained  $191.5 
million  from  a 2 per  cent  tax  on  retailing  without  a food  exemption.  Cali- 
fornia, with  a 3 per  cent  tax  and  on  the  exemption  of  food  consumed  off 
the  retailer's  premises,  secured  $416,5  million.  Ohio,  with  a smaller 
population  and  less  trade,  with  a 3 per  cent  tax,  an  exemption  of  food  con- 
sumed off  the  premises  of  vendors,  and  certain  other  exemptions,  raised 
$165 *2  million. 

The  tax  on  retailing  alone  is  the  common  American  type  of  general 
sales  tax  and  is  employed  by  24  states.  In  addition,  Washington  and  West 
Virginia  supplement  their  gross  income  taxes  with  taxes  on  retailing. 

The  wide  use  of  the  tax  on  retailing  may  be  attributed  to  a number 
of  factors.  Only  one  class  of  taxpayers  must  be  defined.  The  problem  of 
selecting  different  rates  of  taxation  for  different  industries,  each  of 
which  must  clearly  be  distinguished,  is  avoided. 

Tax  pyramiding  is  minimized.  Some  of  any  general  sales  tax  is  bound 
to  enter  into  business  costs  because  it  is  not  always  feasible  to  separate 
business  from  nonbusiness  purchases  in  the  markets.  The  part  of  the  tax 
that  business  must  pay  on  purchases  is  reduced,  however,  if  only  retail 
sales  are  taxed. 

From  the  administrative  standpoint,  \vrhile  the  number  of  retailers  is 
great,  it  is  obviously  smaller  than  the  combined  numbers  of  retailers  and 
firms  engaged  in  other  types  of  enterprise.  The  experience  of  the  states 
imposing  taxes  on  retailing  would  be  invaluable  in  defining  the  basis  of 
taxation. 
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If  food  is  to  be  exempt  from  a general  sales  tax,  it  is  easiest  to 

exempt  it  if  only  the  retail  level  of  selling  is  taxed.  The  tax  can  also 

be  charged  separately  to  consimers  to  facilitate  shifting  and  to  permit  them 
to  deduct  it  from  the  income  subject  to  federal  taxation. 

The  tax  on  retailing  is  closest  to  the  consximer,  who  is  usually  the 

ultimate  payer  of  all  sales  taxes.  If  he  is  going  to  be  taxed,  it  may  be 
argued  that  it  is  only  fair  that  he  should  be  taxed  openly  and  directly. 

In  that  way  he  will  know  what  taxes  he  is  paying  and  will  be  in  a better 
position  to  judge  whether  governmental  spending  is  worth  what  it  costs  the 
taxpayers. 

A number  of  advantages  of  the  tax  on  retailing  and  some  disadvantages 
have  been  cited.  When  proposals  have  been  advanced  in  the  various  states 
for  a tax  on  retailing,  the  retailers  have  frequently  opposed  it,  arguing 
that  they  are  being  unfairly  singled  out  as  tax  collectors  or  taxpayers  and 
that  the  tax  will  cause  them  to  lose  trade  to  other  areas  which  have  no 
sales  tax.  The  taxes  on  retailing  have,  therefore,  been  adopted  over  their 
opposition. 

The  objections  of  the  retailers  have  partially  been  met  by  requiring 
vendors  to  shift  the  tax  to  purchasers  and  by  allowing  some  compensation 
to  the  retailers  to  recompense  them  for  the  expenses  incurred  in  acting  as 
tax  collectors. 

Provisions  may  also  be  made  in  the  statute,  or  by  administrative  reg” 
ulations  or  with  administrative  approval,  for  the  additions  to  prices,  re- 
quired by  retailers  to  shift  the  tax.  Retail  prices  are  bracketed,  and  the 
appropriate  amount  of  tax  within  each  price  range  is  designated, 

A retail  sales  tax,  unlike  a mercantile  license  or  other  tax  which  is 
not  separately  charged  to  buyers  as  an  addition  to  prices,  can  be  added  to 
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the  prices  of  branded  merchandise  which  are  fixed  by  the  manufacturers. 

The  retail  price  is  not  changed.  Instead,  the  tax  is  added  as  a separate 
charge.  The  tax  addition  process  is  illustrated  by  the  manner  in  which 
the  federal  excise  tax  on  the  retail  prices  of  cosmetics,  jewelry,  luggage, 
and  furs  is  passed  on  to  consumers  as  an  addition  to  prices, 

A tax  on  retailing  will  have  some  effects  on  retail  buying  habits,  A 
very  high  tax  in  a state  would  certainly  deter  shoppers  from  buying  there 
if  they  could  avoid  it,  A moderate  rate  tax,  however,  may  not  greatly 
alter  buying  habits  in  most  shopping  centers,  although  it  may  h^ve  some 
discourating  effects  along  state  borders  when  a neighboring  state  has  no 
sales  tax.  With  the  exception  of  New  Jersey  and  New  York,  Pennsylvania  is 
now  ringed  with  states  which  have  some  variety  of  general  sales  taxation. 
New  York  City  now  has  a 3 per  cent  retail  sales  tax,  which  is  quite  high 
for  a city  tax,  A 2 or  3 per  cent  tax  in  Pennsylvania  would  probably 
cause  some  increase  in  deliveries  by  Pennsylvania  stores  to  New  Jersey 
residents  so  they  could  avoid  the  tax,  and  some  of  them  might  purchase 
goods  in  New  Jersey  instead  of  in  Pennsylvania,  Some  Pennsylvania  stores 
might  offset  the  increased  cost  of  deliveries  by  imposing  delivery  charges. 

The  great  revenue  raised  by  Ohio,  Michigan,  Indiana,  Illinois,  and 
other  states  seems  to  show  that  the  volume  of  retailing  holds  up  rela- 
tively well  after  general  sales  taxes  are  imposed,  if  the  rates  are  not 
excessive. 

Retailers  may  also  object  to  being  singled  out  as  tax  collectors. 

No  one  likes  to  collect  taxes.  Retail  opposition  is  nat-ural.  On  the 
other  hand,  it  is  easier  for  a state  to  confine  the  collection  of  a 
sales  tax  to  the  retail  level  than  it  is  to  extend  it  to  all  levels  of 
business  activity  or  even  to  wholesaling  and  manufactirring.  As  noted 
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above,  the  tax  on  retailing  also  pyramids  less,  can  more  readily  provide 
a food  exemption,  and  can  more  readily  be  shifted  by  vendors  than  other 
types  of  taxes  which  cannot  be  charged  separately  to  purchasers. 

State  Versus  Local  General  Sales  Taxes 

The  issue  of  a state  general  sales  tax  is  complicated  further  by  the 
fact  that  a number  of  Pennsylvania  local  governments,  6l  on  September  1, 
1952,  are  now  imposing  business  privilege  and  mercantile  license  taxes. 
School  districts,  cities,  and  boroughs  account  for  nearly  all  of  these 
taxes,  which  have  sprung  up  as  a consequence  of  the  increased  local  taxing 
powers  groi;ring  out  of  the  adoption  of  ”Act  481”  in  1949.  The  City  of 
Philadelphia  has  recently  adopted  a 3 mill  gross  receipts  tax  in  addi- 
tion to  the  1 mill  mercantile  tax  of  the  Fniladelphia  school  district.  The 
Pittsburgh  school  district  also  has  a gross  receipts  tax. 

The  entry  of  local  governments  into  the  general  sales  tax  field,  an 
area  which  the  Commonwealth  may  conceivably  some  day  wish  to  utilize, 
complicates  the  state  fiscal  picture.  From  the  administrative  standpoint, 
the  superiority  of  state  over  local  tax  enforcement  is  readily  apparent. 
Much  trade  is  conducted  over  county  and  state  lines,  and  the  larger 
governmental  unit  can  tax  sales  more  effectively,  uniformly,  and  pro- 
ductively than  the  local  governments. 

The  multiplication  of  local  mercantile,  gross  receipts,  and  retail 
sales  taxes  is  bound  to  create  discouragements  to  local  trade  while  cre- 
ating inequalities  and  additional  administrative  and  compliance  compli- 
cations and  expenses.  Many  of  the  smaller  communities  cannot  hope  to 
raise  much  revenue  from  sales  taxes.  The  effects  on  trade  can  be 
minimized  and  more  revenues  can  be  raised  at  less  administrative  and 
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compliance  cost  if  a state-wide  general  sales  tax  is  substituted  for 
numerous  local  taxes. 

If  the  Commonwealth  should  adopt  some  type  of  general  sales  taxation, 
there  would  arise  a presimiption  that  the  local  governments  should  relin- 
quish this  revenue  source. 

Perhaps  a point  previously  mentioned  is  worth  emphasizing.  As  the 
history  of  the  Pennsylvania  mercantile  license  tax  demonstrates  the  fu- 
tility of  relying  upon  local  officials  to  assess  taxable  sales,  the  history 
of  general  sales  taxation  in  the  states  raising  substantial  revenues  from 
it  proves  the  necessity  for  an  effective  state  administration  of  the  tax, 
if  one  is  imposed. 

Estimated  Revenues  From  Stats  General  Sales  Tax 

It  is  estimated  that  the  annual  yield  of  a 2 per  cent  retail  tax  on 
sales  of  tangible  personal  property,  exempting  food  for  home  consumption, 
alcoholic  beverages,  cigarettes,  and  gasoline  would  be  approximately 
$70  million  in  Pennsylvania,  This  assumes  economic  activity  at  the  1952 
level. 
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SUMMARY 


The  general  sales  taxes  imposed  by  33  states  in  1952  supplied  more 
revenue,  in  the  aggregate,  than  any  other  state  tax.  Collections  were 
|2,2  billion. 

Twenty-four  states  confine  their  general  sales  taxes  to  the  retail 
level.  Two  states  impose  mercantile  taxes  on  retailers  and  wholesalers. 

One  state  taxes  manufacturers  as  well  as  retailers  and  wholesalers.  Six 
states  tax  sales  in  general  at  various  levels  of  business  activity. 

The  retail  sales  taxes  are  the  big  revenue  producers.  California 
raised  $416  million  from  a retail  sales  tax  exempting  food  consumed  off 
the  premises  of  vendors  in  1952.  Ohio,  also  exempting  food  for  home  con- 
sumption, raised  $165  million.  Maryland  and  West  Virginia  obtained  sub- 
stantial revenues  from  their  general  sales  taxes,  as  did  many  other  states. 

As  a rule  the  states  require  vendors  to  pass  the  sales  taxes  along  to 
purchasers.  If  the  taxes  are  separately  passed  on  as  additions  to  prices, 
they  are  deductible  by  consumers  for  federal  income  tapcation. 

Nine  states  exempt  sales  of  food  for  home  consumption  from  their  general 
sales  taxes.  Motor  vehicle  fuel  is  exempt  in  nearly  all  states,  alcoholic 
beverages  and  cigarettes  in  many, because  these  commodities  are  taxed  with 
special  excises. 

Nearly  all  the  states  supplement  their  general  sales  taxes  with  "use 
taxes”  on  commodities  brought  in  from  other  states. 

The  revenues  from  general  sales  taxes  are  usually  paid  into  the  General 
Funcl  but  several  states  earmark  all  or  a substantial  part  of  the  proceeds 
for  the  schools. 

If  food  is  exempt  from  a general  sales  tax,  the  burden  on  the  lower 
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incomes  is  greatly  relievedo  The  lower  the  family  income,  the  larger, 
ordinarily, is  the  part  spent  for  foodo 

A study  of  family  budgets  in  Philadelphia  and  Pittsburgh  on  the 
basis  of  1950  expenditures,  indicates  that  among  those  families  the 
ratio  of  a retail  sales  tax,  to  family  incomes,  if  food  for  home  con- 
sumption were  exempt,  would  increase  as  incomes  increased  up  to  the 
$5,000  to  $5,999  level o The  ratio  of  tax  to  income  would  be  higher, 
on  the  average,  for  families  in  the  group  with  incomes  above  $10,000 
than  those  with  incomes  below  $3,000o  The  basic  data  were  family 
expenditure  statistics  assembled  by  the  Uo  So  Bureau  of  Labor  Statistics. 

A study  of  retail  sales  tax  burdens  in  California  on  families  in 
1949  showed  that  the  exemption  of  food  for  home  consumption  had  the 
effect  of  increasing  the  ratio  of  tax  to  income  from  the  lower  to  the 
higher  incomes  in  the  group  studies. 

Both  the  Pennsylvania  and  California  studies  dealt  only  with  the 
sales  tax  burden  directly  passed  on  to  consumers  by  retailers  and 
assumed  the  whole  tax  was  shifted.  Indirect  tax  burdens  arising  through 
increased  business  costs  were  unknown.  On  the  other  hand,  the  assumption 
that  the  sales  taxes  were  completely  shifted  probably  exaggerated  the 
estimated  tax  burden  somewhat. 

A universal  sales  tax,  on  all  sales  from  producers  to  consumers, 

would  raise  the  most  revenue  at  a particular  rate  but  it  would  require 

different  tax  rates  for  different  industries  because  of  the  variable 

ratios  of  profits  to  earnings  and  other  factors.  Rate  differentials 

open  the  doors  to  disputes  and  discriminations,  as  the  experience  of  a 

number  of  states  demonstrates.  A universal  sales  tax  would  also  cumulate, 

or  pyramid,  from  vendor  to  vendor  as  taxes  were  added  to  costs  including 

sales  taxes.  Such  a tax  would  involve  the  maximum  number  of  taxpayers 
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and  the  greatest  administrative  and  compliance  problems  and  costs.  It 
would  be  very  difficult  to  exempt  food  sales  from  this  tax.  Even  though 
it  was  shifted  to  them, a universal  sales  tax  could  not  be  deducted  by 
consumers  for  federal  income  tax  purposes  unless  it  was  billed  separately 
to  them  as  a specific  charge, 

A tax  limited  to  manufacturing,  wholesaling,  and  retailing  would 
have  somewhat  similar  advantages  and  disadvantages.  Different  tax  rates 
would  be  required  on  each  industry,  tax  pyramiding  would  be  extensive, 
and  the  exemption  of  food  sales  would  be  cumbersome, 

A mercantile  tax  on  wholesaling  and  retailing  is  used  in  Virginia, 

The  tax  rates  are  low  and  little  revenue  results.  North  Carolina  taxes 
both  wholesalers  and  retailers  but  raises  relatively  little  revenue  from 
the  low  rate  tax  on  wholesaling,  Pennsylvania  had  a mercantile  tax  for 
many  years.  The  tax  was  poorly  administered  and  provided  small  revenue. 

A number  of  local  jurisdictions  in  Pennsylvania  currently  Impose  such  a 
tax, 

A mercantile  tax  on  wholesaling  and  retailing  involves  the  problem 
of  defining  each  industry  and  deciding  upon  the  appropriate  tax  rate  for 
each.  Unless  the  tax  is  passed  on  specifically  to  purchasers,  it  is  not 
deductible  by  consumers  for  federal  income  taxation.  It  was  the  nature 
of  the  Pennsylvania  tax,  however,  that  it  was  legally  a tax  on  the  vendor. 
It  was  a deductible  expense  for  him,  even  though  he  ordinarily  shifted  it 
to  consumers. 

If  the  mercantile  tax  is  not  shifted,  it  disregards  the  profit  or 
loss  condition  of  vendors  and  penalizes  those  with  losses  and  low  ratios 
of  profits  to  sales.  The  exemption  of  food  from  such  a tax  would  also  be 
rather  difficult  because  it  would  have  to  apply  at  the  wholesale  as  well  as 
the  retail  level, 
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The  tax  confined  to  retailing  is  employed  by  24  states,  apparently 
because  it  is  thought  to  be  the  superior  type  of  general  sales  taxation. 

Large  revenues  may  be  raised  at  a rate  of  2 or  3 percent.  Only  one  type 
of  sale,  the  retail,  need  be  defined.  There  is  also  less  tax  pyramiding 
and  there  are  fewer  vendors  from  whom  to  collect  a tax  than  with  a more 
general  sales  tax.  The  experience  of  several  states  shows  that  food 
purchased  for  home  consumption  can  be  exempted  without  too  great  difficulty. 

The  retail  tax  can  be  billed  separately  to  consumers  and  be  included 
in  their  income  tax  deductions.  It  is  an  open  tax  and  known  to  the  citizens. 
It  therefore  invites  interest  in  government  while  providing  financial  support 
for  essential  governmental  services. 

Retailers  are  customarily  allowed  some  compensation  to  cover  the  expense 
of  collecting  the  tax.  Their  shifting  of  the  tax  to  purchasers  may  also  be 
eased  by  statutory  requirements  for  shifting. 

The  question  of  a general  sales  tax  in  Pennsylvania  would  involve  the 
issue  of  state  and  local  tax  relations.  There  were  61  local  governments  on 
September  1,  1952  collecting  business  privilege  and  mercantile  taxes. 

From  the  administrative  standpoint,  the  superiority  of  state  over  local 
tax  enforcement  is  readily  apparent. 

The  multiplication  of  local  mercantile,  gross  receipts,  and  retail  sales 
taxes  is  bound  to  create  discouragements  to  local  trade  while  creating  in= 
equalities  and  additional  administrative  and  compliance  complications  and 
expenses. 

If  the  Commonwealth  should  adopt  some  type  of  general  sales  tax,  it 
would  probably  be  necessary  to  require  the  local  governments  to  relinquish 
this  revenue  source. 
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It  is  estimated  that  a 2 percent  tax  on  sales  of  tangible 
personal  property,  exempting  food  for  home  consumption  and  also  ex- 
empting the  specially  taxed  commodities, alcoholic  beverages,  cigarettes, 
and  gasoline,  would  provide  approximately  $70  million  a year  in  revenue 
in  Pennsylvania. 
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CHAPTER  XII 


THE  PERSONAL  INCOME  TAX 

As  stated  previously  in  this  report,  sooner  or  later  all  taxes  are  paid  by 
individuals,  however  they  may  be  imposed.  The  citizens  may  pay  taxes  directly  on 

1 

their  property,  income,  purchases,  or  otherwise,  or  they  may  pay  taxes  indirectly 
which  were  originally  imposed  upon  business  enterprises  and  were  shifted  to  them 

1 

as  stockholders,  employes,  or  consumers  in  one  manner  or  another.  If  all  taxes 
were  directly  imposed  upon  the  individuals  who  must  finally  pay  them,  the  citizen 
would  know  what  his  contribution  to  the  cost  of  government  was.  The  taxes  he  pays' 
could  also  be  adjusted  to  his  personal  economic  status  as  shown  by  his  property,  ' 
income,  and  expenditures,  on  the  one  hand,  and  his  various  economic  responsibil- 
ities, such  as  the  care  of  dependents,  on  the  other. 

Unfortunately,  however,  the  resistance  to  hidden  taxes  is  often  less  than  thai 
to  open,  direct  taxes.  Governments  have  also  learned  that  they  can  conveniently 
raise  large  sums  through  indirect  taxes.  These  taxes  may  be  utilized  to  tax  per- 
sons with  ability  to  pay  who  escape  the  income  and  other  taxes.  The  piecemeal 
payment  of  indirect  taxes  in  daily  purchases  may  also  seem  to  be  less  of  a sacrific 
to  the  citizens  than  the  less  frequent  payment  of  more  substantial  income  and 
property  taxes. 

The  state  personal  income  taxes  are  the  outgrowth  of  colonial  antecedents. 
Massachusetts  early  in  her  history  began  to  supplement  property  with  income  as  a 
measure  of  ability  to  pay.  In  l8Sl  the  "faculty  tax"  became  definitely  desig- 
nated as  an  income  tax.  The  graduated  net  income  tax  is  commonly  regarded  as  an 
expression  of  the  ability  to  pay  principle.  It  is  because  of  its  revenue  pos- 
sibilities and  its  assumed  equity  that  it  has  spread  from  state  to  state  and  from 
nation  to  nation.  More  than  any  other  tax,  it  has  been  adjusted  to  the  relative 
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economic  position  of  the  individual  and  the  family. 


Income  Tax  Collections 

In  1952  there  were  29  states  with  general  graduated  personal  net  income  taxe 
The  revenues  collected  from  the  taxes  amounted  to  approximately  $900  million.  On 
other  state,  Indiana,  had  a general  gross  income  tax.  Four  states,  Michigan,  New 
Hampshire,  Ohio,  and  Tennessee,  imposed  income  taxes  in  lieu  of  property  taxes  on 
intangibles . 

The  collections  from  the  general  personal  income  taxes,  in  the  aggregate,  we 
nearly  one -half  the  revenues  obtained  by  the  states  in  1952  from  the  general  sale 
taxes.  They  had  a total  yield  of  $2.2  billion  in  1952.  These  taxes  were  found 
in  33  states,  20  of  which  also  imposed  general  net  income  taxes  and  another  of 
which,  Indiana  levied  a general  gross  income  tax  on  individuals. 

Of  the  33  states  taxing  corporate  net  income  in  1952,  there  were  28  which  al 
taxed  the  net  income  of  individuals.  Pennsylvania  is  one  of  5 states  imposing  a 
corporate  net  Income  tax  which  do  not  also  tax  personal  incomes.  The  other  state 
in  this  group  are  Connecticut,  Rhode  Island,  South  Dakota,  and  Tennessee.  Three 
states  on  our  borders,  including  New  Jersey,  West  Virginia,  and  Ohio,  impose 
neither  a corporate  nor  a personal  income  tax. 

Several  states  allocate  a part  of  the  income  tax  revenues  to  the  support  of 
public  education.  Some  states  distribute  a share  of  the  collections  to  the  local 
governments.  The  General  Funds  of  the  states  also  commonly  benefit  from  the  pro- 
ceeds of  the  tax. 

Personal  Income  tax  revenues  are  responsive  to  changing  economic  conditions, 
rising  when  incomes  generally  rise  and  falling  when  incomes  generally  fall.  This 
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is  advantageous  to  governments  in  periods  of  inflation  when  their  costs  are  risini 
The  shrinkage  in  revenues  in  hard  times  may,  however,  compel  governments  to  resor' 
to  other  taxes  or  horrowing. 

Personal  Income  taxes  broaden  the  tax  base  and  permit  governments  to  draw 
revenues  from  unincorporated  undertakings  and  from  individuals  with  ability  to 
pay  taxes  who  are  not  liable  for  the  corporate  income  tax.  They  may  be  paid  by 
restricting  saving  or  spending  or  both.  To  avoid  the  double  taxation  of  dividend 
income,  first  as  corporate  and  subsequently  as  personal  income,  an  allowance  may 
be  made  for  the  tax  on  corporate  income . 

Like  specific  and  general  sales  taxes,  the  personal  income  tax  also  provides 
a way  to  obtain  revenue  from  nonresidents  who  come  into  the  state  to  secure  an 
income  or  invest  funds  there,  and  who  obtain  valuable  benefits  from  the  govern- 
mental services  being  furnished.  Nonresidents  commonly  come  into  states  with 
large  urban  centers  to  seek  employment,  practice  a profession,  or  sell  their  mer- 
chandise. They  may  continue  to  reside  outside  the  state  or  eventually  take  up 
residence  in  it.  If  the  home  state  also  imposes  an  income  tax,  a problem  arises 
in  making  allowances  for  it  by  means  of  a credit  or  deduction. 

The  enforcement  of  an  income  tax  on  nonresidents  is  facilitated  by  the  with- 
holding of  the  tax  from  salaries,  wages,  and  other  forms  of  income  where  this  is 
feasible.  It  may  be  very  difficult  or  impossible  to  collect  a tax  from  nonresi- 
dents who  are  self-employed  or  employed  by  others  outside  the  state.  Evasion  is 
net  altogether  peculiar  to  the  income  tax,  however. 

The  states  with  general  income  taxes  usually  allow  a deduction  for  federal 
income  taxes.  Nine  states,  including  New  York,  disallow  such  a deduction.  Mass- 

1 

achusetts  allows  it  only  in  taxing  income  from  personal  efforts,  or  so-called 
earned  income.  The  advantage  of  not  allowing  a deduction  of  the  federal  income 
tax  is  that  the  revenue  base  for  state  taxation  is  not  directly  dependent  upon 
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the  rates ^ exemptions,  and  other  features  of  federal  income  taxation  which  may 
change  from  year  to  year.  Moreover,  if  a state  tax  is  imposed  upon  income  after 
federal  taxes  are  deducted,  its  rates  must  he  higher  to  raise  a given  amount  of 
revenue  than  those  required  when  a deduction  of  the  federal  income  tax  is  not 
allowed. 

State  personal  income  taxes,  whether  levied  upon  gross  or  net  income,  are 
deductible  in  determining  the  liabilities  of  individuals  for  federal  income  taxa- 
tion. The  consequent  deduction  in  the  federal  tax  is  greatest  for  those  in  the 
highest  income  bracket  because  of  the  high  federal  tax  rates  imposed  upon  them. 
The  deductibility  of  other  state  and  local  taxes  for  federal  income  tax  purposes 
has  a similar  effect. 

The  personal  exemptions,  credits  for  dependents,  and  deductions  vary  con- 
siderably among  the  states.  In  general,  the  exemptions  for  single  and  married 
persons  are  higher  and  the  credits  for  dependents  are  lower  than  those  allowed 
for  federal  purposes.  They  are  summarized  in  Table  I. 

Two  types  of  personal  exemptions  are  allowed  by  the  states  in  taxing  in- 
comes. Commonly  a certain  amount  of  income  is  exempt.  In  1952  the  exemption 
for  a single  person,  which  was  frequently  $1,000,  varied  from  $500  in  North 
Dakota  and  Vermont  to  $2,500  in  Arkansas  and  Louisiana.  The  exemption  for  mar- 
ried couples  was  frequently  $2,500  but  ranged  from  $1,000  in  Vermont  to  $5,000 
in  Louisiana.  The  state  exemptions  for  dependents  are  usually  lower  than  the 
federal,  varying  from  $200  in  Idaho  and  Virginia  up  to  $600  in  California,  Kan- 
sas, and  Maryland. 

The  other  type  of  exemption,  found  in  Arizona,  Iowa,  Kentucky,  Minnesota,  and 
Wisconsin,  exempts  a certain  amount  of  tax.  First  the  taxpayer  computes  the  tax 
for  which  he  is  liable  without  the  benefit  of  any  exemption.  Then  he  subtracts 
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from  that  amount  the  tax  exemption  to  -which  he  is  entitled.  In  V.'isconsin^  for  ex 
ample,  a tax  exerrption  of  $8  is  allowed  for  single  persons,  $17.50  married 
couples,  and  $4  for  dependents.  The  exemption  of  a certain  amount  of  tax  has  the 
effect  of  reducing  the  income  taxes  of  all  taxpayers  by  the  same  amount.  The  ex- 
emption of  a certain  amoimt  of  income,  by  way  of  contrast,  reduces  the  tax  on  the 
upper  brackets  more  than  the  tax  on  the  lower  when  a graduated  tax  is  levied  with 
its  higher  rates  on  the  upper  brackets  of  income. 
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TABLE  1 - STATE  GENEEAL  PERSONAL  NET  INCOI'ffi  TA]^ES,  1952 


Collections  Deduction 

Originally  Fiscal  Year  1952  For  Fed.  Tax  Personal  Exemptions 


State 

Adopted 

(in  Thousands) 

Income 

Tax  Rates  Single  Married  Dependei 

Alabama 

1933 

$ 16,258 

Yes 

l|^o-5^o$l,5CC  $3,CCC 

$3CC 

Arizona 

1933 

11A72 

Yes 

ICb 

2Cb 

4b 

Arkansas 

1929 

4,149 

No 

2,5CC 

3,5CC 

6cc 

California 

1929b 

91,176 

No 

lio-Gio 

2,CCC 

3,5CC 

4CC 

Colorado 

1937 

i4,C53 

Yes 

ifo-icfo 

6cc 

1;2CC 

6cc 

Delaware 

1917 

4,6C7 

No 

lfo-3fo 

1,CCC 

2,CCC 

2CC 

Georgia 

1929 

15,856 

Yes 

lfo-7fo 

1,CCC 

2,5CC 

5CC 

Idaho 

1931 

6,752 

Yes 

i-ifo-8fo 

7CC 

1,5CC 

2CC 

Iowa 

1934 

19,7C3 

Yes 

1$-% 

15b 

3Cb 

7.5( 

Kansas 

1933 

1C, 941 

Yes 

lfo-4fo 

6cc 

1,2CC 

6cc 

Kentucky 

1936 

18,112 

Yes 

2fo-6fo 

2Cb 

4Cb 

ICb 

Louisiana 

1937 

22,766 

Yes 

2/0 -6fa 

2,5CC 

5,ccc 

4cc 

Maryland 

1937 

22,24c 

No 

2^o-5fod 

1,CCC 

2,CCC 

6cc 

Massachusetts 

1916c 

59,371 

Partyl845^-7*38fod 

2,CCC 

2,5CC 

4cc 

Minnesota 

1933 

45,761 

Yes 

l/o-lCfo 

ICb 

3Cb 

ICb 

Mississippi 

1912 

5,226 

No 

2fo-6fo 

1,CCC 

2,5CC 

4cc 

Missouri 

1917 

25,436 

Yes 

\io-hio 

1,2CC 

2,4CC 

4CC 

Montana 

1923 

5,325 

Yes 

1/0- 4f, 

1,CCC 

2,CCC 

3cc 

New  Mexico 

1933 

3,5C4 

Yes 

lio-ki 

1,5CC 

2,5CC 

2CC 

New  York 

1919 

296,989 

No 

2fo-7fo 

1,CCC 

2,5CC 

4cc 

North  Carolina 

1921 

36,468 

No 

%-l1o 

1,CCC 

2,CCC 

3CC  ■ 

North  Dakota 

1919 

4,C91 

Yes 

5CC 

1,5CC 

5CC 

Cklahoma 

1998 

9,695 

Yes 

lfo-6fo 

1,CCC 

2,CCC 

5CC 

Cregon 

193c 

42,825 

Yes 

75c 

1,5CC 

3CC 

South  Carolina 

1922 

12,c88 

Yes 

H-% 

1,CCC 

2,CCC 

4cc 

Utah 

1931 

7,3C3 

Yes 

±1o~% 

6cc 

1,2CC 

3CC 

Vermont 

1931 

7,c42 

No  1.725^0-6325^0 

5CC 

1,CCC 

5CC 

Virginia 

1843 

24,595 

No 

1,CCC 

2,CCC 

2CC 

^Tisconsin 

1911 

57,132 

Yes 

8b 

17 . 5Cb 

4b 

Sources  of  Data  - Tax  Institute Inc.,  Tax  Policy,  (May,  1935  and  June,  1.952); 

Commerce  Clearing  House,  State  Tax  Guide  and  State  Tax  Review. 


a Taxes  on  the  income  of  intangibles  were  imposed  in  Michigan,  New  Hampshire, 
Ohio,  and  Tennessee  in  lieu  of  property  taxes  on  intangibles. 

b In  this  state  a tax  credit  of  the  amount  designated  is  allowed  for  single  per- 
sons, married  couples,  and  dependents,  rather  than  an  exemption.  The  tax  is 
first  computed  without  the  benefit  of  tax  credits  and  is  subsequently  adjusted 
to  allow  for  them. 

c The  present  classified  type  of  income  tax  was  adopted  in  I916  after  various 
taxes  on  income  had  been  collected  since  colonial  times. 

d Tax  rates  depend  on  type  of  income,  not  the  amoimt. 
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Not  included  in  Table  1,  which  refers  only  to  net  income  taxes,  is  a descrip- 
tion of  the  Indiana  gross  income  tax.  The  Indiana  tax  is  imposed  upon  the  gross  i 
comes  of  individuals  in  excess  of  $1,000  at  a flat  rate  of  1-^  percent.  It 
supplements  a general  gross  income  tax  on  business  enterprises.  The  Indiana  tax 
on  individual  gross  incomes  from  wages,  salaries,  and  personal  earnings  supplied 
revenues  estimated  at  $38*8  million  in  1951>  or  16,2  percent  of  the  total  state 
tax  collections.  Gross  income  taxes  are  imposed  on  individuals  at  a flat  rate  in 
many  Pennsylvania  localities  and  by  some  cities  in  Ohio  and  in  several  other  state 

Except  in  Indiana,  the  states  employing  income  taxes  on  individuals  impose 
them  on  net  income,  in  general.  Colorado,  however,  supplements  a personal  net 
income  tax  with  a surtax  on  gross  income. 

The  Indiana  Gross  Income  Tax 

Before  describing  the  personal  net  income  taxes  employed  by  the  states,  addi- 
tional features  of  the  Indiana  gross  income  tax  may  be  noted.  It  is  a tax  on  the 
gross  receipts  of  residents  obtained  from  within  and  without  the  state,  the  gross 
receipts  of  nonresidents  secured  within  the  state,  and  the  intrastate  gross 
receipts  of  business  enterprises.  The  Indiana  tax  therefore  consists  of  a tax  on 
both  individuals  and  business.  This  chapter  is  concerned  with  the  tax  on  indi- 
viduals . 

The  gross  income  tax  was  adopted  in  1933  as  a depression  revenue  after  the 
state  incurred  serious  difficulties  in  property  tax  collections.  The  tax  was 
enacted  to  provide  funds  for  public  education  and  other  essential  state  services, 
for  the  aid  of  local  governments,  and  for  the  relief  of  property  owners  from  what 
were  regarded  to  be  excessive  taxes.  It  has  provided  very  substantial  revenues 
from  a nonproperty  source. 


XII  - 7 


■ ■.  >.;■ 


s sx  . Bbxtsd-  xxiooci:  'it  .cbixfv  ,X  alrfs^  cl  1 

jn't  loi;-;!'  beeoc:r/  .et  X03  3.ii£j-vsl  sriT'  .xbS  jotoox;. r bso-x^  Bfxeihttl  ©ill  lo  coll. 


,.tco,i'i©cr  il  xo  ©XBi  l,a.r?:  s 


lo  ■s-'ioor©  fix  oIfi.i;i:)tv.ri)cfl  'ip,  ©©moo 


X": 


p .f  .L  ...  '-{  V 3.^  «J 


siv-X/rcrx'-cx':  iv  ’xsl  .v.'Xuocx  lexsap^  xj  alcstsTsitjqx/a 


. ,l3£io;: 'j.j'X-  .5xx 


1 'jOV  Xli;'  K,' 

f* 

■p.  XX 


. x:  xvBW- niQx!  asmooci  xx:;  -g  IbjxoxvxIxjx  - no.-, 
XX  aciiXicr  rlas  a&xrc©v&x 

;o  xxx- r rjxa  arioixu'  axoi-O  .an'C-xioxiloo  xbI 


";  :ix  .bx.s  jJcO  ax 


'xi’O  -'.' t:-!  .&KB  x jt.ix  rX.v.ooX  BxcsYl'^srrxe^I 


mix  xfo  ^■i-xp.y 


;x  .'.\::xXq'.!S<  aaiats’  ©'.x.  .bcbxIicI  err  iqaoxS 


■';  1 ',  olix ;.o0  •=  cx  ■,  xaoaci  Isrr  ao  caarfl 


..■■;■  x.e I'll;©  c rilxw  xbI  ©mnoex' 


' '\i  ' ■ '.•  • 


- 1 


x B/'X  'rd'  .i^'';'jjqfnr7  ■ '^ ;- x-xJ  • M, 

» 

IXu  .©dr -lx  J rf;)'  J :'.iVa)'l.t  V'  Pi^TG  n:.-.:(V  :<]< 


-■:  ' j r^  nx 


'id  [^cxix'rxxxi)  STOlaH  . ., 


exxj;  XX'  '-Xi  SCSI  lx  i ©xld  lo-  sexixrisel  £.scocl 
'•X'.i '.i  5110  ,adiT9.i.i'.fi'S‘i  '!<■'  slrrieoax  fjeoig 


r i 


; xj'txrc©©  x..iV':!-i.bx&©axroo'  lo  .a tcrlsoax 


C'rod©‘ro;X  :.  7...  -xixMuI  ■'ilx  assx'iqx© dnx  aasexoxx  lo  alqxoosx 


■ ;iy.J 

'■  1' 

*f  • T 


•I  *;•  .s 


!<■'  ■ 'd're';;  •;: 


r^y  oril  o riv;  ixp-  ..  ; ••fo.j-xrfo  aioT  ■ . 2;.. i-.-iiaud  x>cfi  cIsJctvxMl  Hod 

.bIbjj&xv 

y.'::3v:jx  .aoxaaaxqii;  o y T.  xi  liQiqojbs  xsw  ixxd  .ffioool  eaoag  oriT  .,  j 
©I'X  xjxoxdyxIXoo  x.y.t  ylTvq-qiq  ‘.r  se-c^l.pcltl.rb  nifolxoa  j&O'i’iJapci  pled© 
i.oxo  xb  •:  xr.xoaa  reHo.  Ir:.©  cofx'noxr.bc'  oxlcfr/q  -ro-'i  ..eLaci..  ©ijxvoiq  od  .&©,lpi3£ro 

■■■■■"il 

xam-’o  vd'xacoxiq  to  tei-f©';:  ©H  ic'i  laxs  , aln&ximevps  IsooX  to  ixB'  ©ril  *101 
Isxdasdxc.!;':-;  vxx-v  Lo.'d;; ''xo-r-.  iixt.d  II  ©vlasooxs  sd  od  celaBSQ-j  sisw'^j] 

.eoii/08  vj'isqo'iqaon  b ajoil 


IIX 


The  tax  on  the  gross  income,  or  receipts,  from  v/ages,  salaries  and  earnings 
from  personal  services  of  individuals  yields  approximately  one-third  of  the  total 
gross  income  tax  collections.  The  $1,000  exemption  for  individuals  exempts  the 
lowest  incomes  entirely  or  largely  and  has  the  effect  of  graduating  the  ratio  of 
tax  to  gross  income  as  gross  income  increases.  For  a family  v/ith  a $3,000  gross 
income,  the  1^  percent  tax  would  apply  to  only  $2,000  of  such  income,  hut  for  a 
family  with  $50 >000  gross  income  the  tax  would  apply  to  $d9,000  of  such  income. 

In  doth  instances  the  tax  would  he  deductible  for  federal  income  tax  purposes. 

Tax  returns  for  the  year  19^9  reported  $3*3  billion  of  gross  receipts  by  indi- 
viduals from  personal  service  income.  The  total  exemptions  allowed  were  $972.7 
million,  or  29*4  percent  of  the  total  gross  receipts.  The  taxable  gross  receipts 
amounted  to  $2,3  billion.  The  tax  collected  was  $23.^  million,  a sum  equivalent  to 
0,7  percent  of  the  total  gross  receipts  from  personal  service  income.  The  tax  on 
individuals  was  approximately  one-third  of  the  total  gross  income  tax  collections 
of  $70.4  million.^ 

The  Indiana  gross  income  tax  rate  of  1^  percent  on  individuals  consists  of  a 
basic  tax  rate  of  1 percent  and  an  additional  tax  rate  of  ^ percent  to  provide 
funds  for  the  veterans'  bonus  payments.  The  tax  rate  on  individuals  is  higher 
than  the  tax  rate  on  some  types  of  business.  A tax  rate  of  ■§■  percent  is  imposed 
upon  wholesaling,  farming,  and  display  advertising.  The  tax  rate  on  retailing, 
manufacturing,  dry  cleaning,  and  laundrying  is  5/8  percent.  Contractors,  utilities, 
retail  sales  by  persons  not  retail  merchants,  and  gross  receipts  from  other  sources 
are  taxed  at  the  maximum  rate  of  l-j  percent.  All  of  these  rates  include  an 
additional  veterans'  bonus  tax  rate. 


Some  persons  have  regarded  the  Indiana  gross  income  tax  as  a net  income  tax 


1.  The  data  are  reported  in  the  Report  of  the  Indiana  Tax  Study  Commission,  1952, 
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"because  of  the  $1,000  exemption,  '/hile  the  tax  is  really  a gross  income,  or 
receipts,  tax  with  an  exemption,  the  tax  base  does  exclude  certain  receipts.  Amor 
these  are  gifts  and  bequests,  insurance  benefits  by  reason  of  death,  and  interest 
on  federal  securities. 

The  great  majority  of  Indiana  gross  income  taxpayers  are  individuals,  .i. 
study  of  the  tax  published  in  195°  reported  that  of  the  approximately  1,200,000 
taxpayers,  about  80  percent,  on  the  average,  were  persons  reporting  wages,  salarie 
and  commissions  from  personal  earnings.  It  is  this  group  which  pays  one-third  of 
the  tax  to  the  state. ^ 

The  revenues  from  the  Indiana  gross  income  tax  on  individuals  have  varied 
from  year  to  year  v/ith  changing  economic  conditions,  increasing  in  the  postwar 
period  with  rising  personal  incomes,  ’/hile  receipts  from  the  tax  have  declined 
occasionally,  in  general  since  its  adoption  they  have  advanced,  in  part  because 
of  increases  in  the  tax  rates.  The  administrative  operating  expenses  arising  in 
the  collection  of  the  tax  on  the  gross  income  of  individuals  and  business  have 
steadily  declined  in  relation  to  tax  collections  as  revenues  have  increased, 
amounting  to  1.^5  percent  of  tax  collections  in  the  fiscal  year  1951  as  compared 
with  3*11  percent  in  the  fiscal  year  193^*  It  is  pointed  out  by  the  Indiana  Tax 
Study  Commission  that  while  the  expenses  of  administrative  operation  compare 
favorably  v;ith  similar  costs  of  retail  sales  tax  administration,  the  ratio  of  cost 
to  collections  may  not  indicate  the  efficiency  of  administering  a tax  currently 
paid  by  some  1,35^ >000  taxpayers  and  the  amount  of  tax  evasion  which  exists. 3 

2.  Kenneth  C.  Black,  The  Indiana  Gross  Income  Tax,  page  99- 

Bureau  of  Business  Research,  University  of  Kentucky,  Lexington,  1950. 

3.  See  its  Report,  previously  referred  to,  pages  72-73* 
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Indiana  does  not  require  the  v/ithholding  of  the  gross  income  tax  from 
resident  individuals.  The  only  withholding  applied  to  nonresidents  is  that  re- 
quired from  each  employer  who  pays  more  than  ^?1,00C'  for  services  of  a nonresident  I 
The  tax  must  he  withheld  on  the  money  in  excess  of  31>^0C)  thus  paid  to  each 
nonresident.  The  Indiana  Tax  Study  Commission  recommends  that  the  v/ithholding  of 
the  gross  income  tax  should  he  extended  to  residents,  and  that  a weekly  v/ithholdii 
system  should  he  devised  for  both  residents  and  nonresidents  with  respect  to  wage 
and  salary  payments.  It  is  believed  that  in  this  manner  the  efficiency  of  tax 
collection  would  he  improved  and  that  the  yield  of  the  tax  v/ould  he  increased.  j 


Ta_xes  Graduated  According  to  Tyne  of  ITet  Income 

Occasionally  a state  has  taxed  different  types  of  net  income  at  different 
rates.  Massachusetts  is  an  outstanding  example  of  this  practice.  The  net  income, 
from  annuities  is  taxed  at  a rate  of  1.845  percent,  from  personal  earnings  and 
business  at  3 •075  percent,  and  from  interest,  dividends,  and  capital  gains  arising 
from  intangibles  at  7.38  percent. 

The  purpose  of  the  Massachusetts  tax  is  evidently  that  of  achieving  rate 
graduation  according  to  the  type  of  income.  In  general,  as  incomes  increase  in 
size  a growing  part  is  derived  from  investments.  Higher  tax  rates  on  investment 
income  therefore  provide  a crude  kind  of  progression  in  tax  burdens.  It  may 
happen,  hov/ever,  that  individuals  and  families  with  moderate  incomes  rely  upon 
investments  for  their  support,  particularly  elderly  persons  who  are  sustained  by 
the  income  from  annuities.  And  it  may  also  happen  that  persons  who  market  their 
services  as  physicians,  lawyers,  actors,  salesmen,  or  otherwise  are  in  a high 
income  bracket.  Such  persons,  on  their  earned  income,  will  pay  the  same  low  tax 
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rate  as  others  with  very  modest  wages  and  salaries. 


Maryland  is  the  only  other  state  at  the  present  time  with  a higher  tax  rate 
on  investment  than  earned  income.  In  that  state  the  tax  rate  is  2 percent  on 
earned  income  and  on  the  first  ip500  of  investment  income.  The  tax  rate  on  invest 
ment  income  over  $500  is  5 percent. 

The  Massachusetts  type  of  net  income  tax  may  yield  large  revenues,  as 
evidenced  by  collections  of  559*^  million  in  1952,  or  19.8  percent  of  state  tax 
collections.  Maryland  secured  $22.2  million  from  her  tax  in  1952,  or  l4.5  percen 
of  state  taxes. 


Taxes  Graduated  According  to  Amount  of  Het  Income 

The  type  of  net  income  tax  generally  prevailing  among  the  states  is  that  whi 
is  graduated  according  to  the  amount  of  net  income.  Rate  reductions  may  he  allow 
for  particular  kinds  of  net  income,  as  that  derived  from  capital  gains,  dividends 
or  other  sources.  In  Hew  York,  for  example,  capital  gains  are  taxed  at  half  the 
usual  rates  . Other  states  may  tax  capital  gains  differently  or  exempt  them. 

The  basic  tax  rates  in  New  York  in  1952  applicable  to  income  in  excess  of 
deductions  and  exemptions,  were  as  follows  - 
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The  above  hasic  tax  rates  in  Few  York  in  1952,  as  in  previous  years,  were 
subject  to  a 10  percent  reduction. 

The  effect  of  rate  graduation  in  Few  York  and  other  states  is  that  each  addi 
tional  bracket  of  net  income  is  taxed  at  a higher  rate  until  the  maximum  rate  is 
attained.  The  California  rates  progress  up  to  6 percent  on  that  part  of  the  net 
income  exceeding  $25»000.  In  Delaware,  the  tax  rates  rise  to  3 percent  on  net 
income  exceeding  3^10  ,000  . In  Virginia,  the  only  other  nearby  state  v/ith  a net 
income  tax  not  mentioned,  the  maximum  rate  of  5 percent  applies  to  the  part  of 
the  net  income  over  $5000  • 

Few  York  obtained  the  large  sum  of  $297  million  from  the  net  income  tax  in 
1952.  This  v;as  a greater  amount  of  revenue  than  that  realized  in  any  other  state 
and  29.1  percent  of  the  Fev/  York  state  taxes.  California  raised  >91  million,  or 
8.6  percent  of  state  tax  revenues. 

Few  York  and  many  other  states  obtained  more  revenue  from  the  personal  net  i 
come  tax  in  1952  than  from  the  corporate  net  income  tax.  California  and  'visconsi 
were  among  the  states  which  procured  a greater  amount  of  revenue  from  the 
corporation  tax. 

The  graduated  personal  net  income  tax  of  Fev/  York  v/as  adopted  in  1919  after 
the  state  had  found  the  general  property  tax  could  not  be  relied  upon  as  a m:ajor 
revenue  for  both  the  state  and  local  governments.  Increasing  state  expenditures 
demanded  a substantial  new  source  of  revenue,  which  was  uncovered  in  the  personal 
net  income  tax.  The  entire  net  income  of  residents  is  taxed,  along  v/ith  that  par 
of  the  net  income  of  nonresidents  which  originates  in  Fev/  Yor’^.  The  tax  on  v/ages 
and  salaries  of  nonresidents  is  withheld  at  the  source  of  payment.  A minor  part 
the  graduated  net  income  tax  collections  is  returned  to  the  local  government. 
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The  latest  Annual  Report  of  the  New  York  State  Tax  Commission  indicates  that 
for  the  income  year  19^9  there  were  2,^89,357  taxable  and  855 >777  nontaxahle  return 
The  taxable  returns  provided  the  state  with  $246,4  million  in  revenue  in  1950* 

^-Vages  and  salaries  furnished  $10.6  billion  of  the  total  $13  *7  billion  of  gross 
income  reported  for  19^9*  Further  pertinent  statistical  data  concerning  the  New 
York  graduated  net  income  tax  are  provided  in  Tables  2,3 > and  4. 
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Table  2 - Personal  Income  Tax  Collections  IN  NEW  YORK  STATE 
Calendar  Years  193&-1950 ; Income  Years  1934—1949 
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Table  3 - Analysis  of  NEW  YORK  STATE  Personal  Income  1'ax  Reiuuns,  Income  Year  1949“ 
Number  of  Taxpayers,  Derivation  of  Income  and  Amount  of  Tax  as  Reported  on  Short  and  Ix)ng  Forms  (200,*  201,  203,  205) 

(Dollar  Data  in  Thousands) 
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Table  4 - Analysis  of  NEW  YORK  STATE  Personal  Income  Tax  Returns,  Income  Year  1949  * 
Number  of  Taxpayers,  Derivation  of  Income  and  Amount  of  Tax  as  Reported  on  Short  and  Long  Forma  (200,*  201,  203,  205) 

(Dollar  Data  in  Thousands) 
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No  New  Income  Taxes  Since  19 37 


The  last  of  the  state  personal  income  taxes  was  adopted  in  1937 • In  that  yea 

I 

Colorado  and  Maryland  entered  the  income  tax  field.  Since  1937,  however,  eight 
states  have  adopted  some  variety  of  general  sales  taxation.  Thirty-three  states 
now  impose  a general  sales  tax  while  thirty  states,  including  Indiana,  impose  a 
general  tax  upon  personal  income. 

The  steeply  progressive  federal  income  tax  rates,  ranging  from  a minimum  of 
22.2  percent  to  a maximum  of  92.0  percent  at  the  present  time,  have  undoubtedly 
acted  as  a deterrent  to  the  wider  adoption  of  state  income  taxes.  On  the  other  ha 
a state  or  local  goverrjnent  may  place  its  tax  on  income  without  allowing  a deducti 
for  the  federal  income  tax,  and  in  this  way  preserve  a productive  revenue  base.  Th 
local  gross  income  taxes  in  Pennsylvania  thus  tax  income  without  any  allov;ance  for 
the  federal  income  tax.  A number  of  the  state  net  income  taxes  also  follow  this 
practice. 

Uniform  Taxation  Necessary  in  Pennsylvania 

As  the  Pennsylvania  constitution  has  been  interpreted  by  the  courts,  income 
taxes  must  be  applied  uniformly,  without  exemptions  and  a graduation  of  tax  rates 
according  to  the  amount  of  income.  The  constitution  declares  in  Article  IX,  , 

Section  1: 

I 

’*A11  taxes  shall  be  uniform,  upon  the  same  class  of  subjects,  within 
the  territorial  limits  of  the  authority  levying  the  tax,  and  shall  be 
levied  and  collected  under  general  laws." 

In  addition  to  the  requirement  that  income  must  be  taxed  in  Pennsylvania  at 
a uniform  rate,  the  state  constitution  may  also  preclude  the  taxation  of  net  ] 

income  and  permit  only  the  taxation  of  gross  income.  In  the  absence  of  a direct 
Supreme  Court  opinion  deciding  the  issue,  it  is  uncertain  how  far  the  Commonwealth 
could  go  in  taxing  income. 
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As  the  term  ''gross  income''  is  used  in  state  and  federal  income  taxation,  it 
does  not  include  all  the  receipts  of  the  taxpayer  during  the  yearo  It  is  custcmarj- 
to  exclude  gifts,  bequests,  insurance  payments  received  on  account  of  the  death  of  i 
the  insured,  unemployment  and  health  insurance  benefits,  interest  on  tax  free 
goverrjnent  loans,  and  such  other  receipts  as  are  excluded  by  the  lav;. 

A net  income  tax  is  imposed  upon  receipts  after  those  deductions  allowed  are  ; 
excluded  from  gross  income » The  conventional  deductions  for  personal  income 
taxation  include  the  necessary  expenses  for  the  conduct  of  a trade,  profession,  or 
business,  interest  payments  on  debt,  local  property  taxes,  certain  excises  v;hich 
the  law  requires  to  be  passed  on  to  purchasers,  losses  not  compensated  for  by 
insurance  or  otherwise,  bad  debts,  contributions  to  charitable,  educational,  and 
religious  organizations,  and  such  other  deductions  as  the  law  may  permit. 

The  deductions  for  net  income  tax  purposes,  which  are  specifically  allov^ed  in 
order  to  determine  net  income,  should  be  distinguished  from  the  personal  exemptions 
The  latter  are  exemptions  of  net  income  which  the  law  provides  in  order  to  determir 
what  part  of  the  net  income  shall  be  taxed,  A net  income  tax  could,  therefore,  hai 
no  exemptions,  although  it  is  customary  to  allov;  exemptions  for  the  taxpayer  and 
dependents . 

1 

Gross  income  naturally  furnishes  a broader  basis  for  taxation  than  net  income.' 
The  total  gross  income  reported  for  purposes  of  the  state  net  income  tax  in  New  Yo: 
for  the  year  1950  was  nearly  $13 o?  billion.  The  deductions  taken  by  the  taxpayers 
were  about  $1.7  billion.  The  net  income  remaining  was  $12.0  billion.  After  persoi 
exemptions  of  $5 <>5  billion  were  subtracted,  the  taxable  net  income  was  $6.5  billior 
The  latter  was  less  than  half  of  the  total  gross  income  reported,  but  more  than  ^ 
half  of  the  total  net  income. 
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A number  of  attempts  have  been  made  to  secure  the  approval  of  an  amendment 
which  would  specifically  permit  the  enactment  of  a net  income  tax  with  graduated 
rates o Thus  far  all  such  efforts  have  been  abortive.  The  practical  result  is  thal 
the  Commonwealth  could  not  obtain  revenue  from  a graduated  net  income  tax  vmthout 
securing  the  approval  of  two  successive  Legislatures  and  of  the  electorate  through 
a constitutional  amendment.  Approximately  two  and  one-half  years  would  be  requirec 
normally  to  accomplish  this  result. 

If  a flat  rate  net  income  tax  could  be  imposed  in  Pennsylvania,  v/ithout 
personal  exemptions,  deductions  could  be  allowed  for  interest  payments  and  other 
approved  items.  A standard  deduction,  for  purposes  of  simplicity,  has  been 
allowed  by  the  federal  income  tax  and  a number  of  states.  The  federal  standard 
deduction  is  10  percent  of  gross  income  but  not  exceeding  ^^500  for  each  person. 
Persons  entitled  to  larger  deductions  may  secure  them  by  listing  them  in  detail. 

When  the  gross  income  tax  was  being  discussed  in  Pennsylvania  in  1951  it  was 
suggested  that  each  taxpayer  might  be  allowed  a $5  discount  for  the  prompt  payment 
of  the  tax.  At  the  present  time  a discount,  which  is  a certain  percent  of  the  tax,, 
is  frequently  allowed  for  local  property  tax  purposes.  A ^'5  discount  in  connectior 
with  a g percent  state  income  tax,  gross  or  net,  would  have  the  effect  of  freeing 
$1,000  of  income  from  taxation.  If  the  smallest  taxpayers  had  the  ready  cash,  the;; 
would  benefit  relatively  more  than  the  larger  taxpayers,  for  the  former  might  have 
the  entire  tax  refunded.  It  is  a question  whether  such  a discount  v/ould  be  con- 
sistent with  the  uniformity  requirement  of  the  Constitution, 

A different  type  of  gross  or  net  income  tax  might  be  adopted,  as  suggested  by 
the  experience  of  Massachusetts  and  a few  other  states.  Income  from  personal  effo] 
might  be  taxed  at  a lower  rate  than  investment  income.  A 1 percent  tax  on  the 
former  and  a 2 percent  tax  on  the  latter  would,  it  may  be  argued,  impose  a uniform 
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tax  on  each  class  of  taxpayers.  VJhile  the  rates  would  not  be  graduated  according 
the  amoimt  of  the  income,  they  would  progress  according  to  the  source  from  the  low 
rate  on  earned  income  to  the  higher  rate  on  property  income. 

A general  gross  income  tax  falls  upon  all  salaries,  wages,  commissions,  fees, 
dividends,  interest,  rentals  and  other  income  from  services  and  investments,  excep 
such  income  as  may,  for  constitutional  reasons,  like  interest  on  federal  loans,  or 
for  other  reasons  be  exempt.  A direct  exemption  of  vljOOO  or  any  amount  of  such 
income  apparently  could  not  be  allowed  at  this  time  in  Pennsylvania.  Each  class  o 
income,  as  interpreted  by  the  courts,  would  have  to  be  taxed  uniformly.  This  migh 
permit,  as  suggested  above,  however,  a rate  differentiation  for  earned  and  invest- 
ment income. 

The  local  gross  income  taxes  in  Pennsylvania  apply  only  to  the  earned,  and  no 
the  investment  income  of  individuals  for  constitutional  reasons.  Inasmuch  as  the 
Commonwealth  taxes  the  capital  stock  of  corporations  and  imposes  a tax,  collected 
by  the  counties,  upon  the  owners  of  intangibles  not  taxed  by  it,  local  governments 
cannot,  without  legislative  approval,  tax  the  gross  income  of  individuals  derived 
from  securities. 

Of  the  various  types  of  income  taxes,  that  levied  on  gross  income  has  the 
broadest  possible  base,  provided  that  the  base  is  not  restricted  by  direct  or 
indirect  exemptions.  As  previously  noted,  Indiana  stands  alone  among  the  states 
with  a general  gross  income  tax  on  individuals.  An  exemption  is  allowed  there  of 
$1,000  of  gross  income  for  each  individual  taxpayer.  Because  of  the  relatively 
broad  base  of  the  gross  income  tax,  more  revenue  may  be  raised  at  a specific  rate 
from  this  tax  than  from  a net  income  tax  at  the  same  rate,  provided  that  this 
relationship  is  not  disturbed  by  exemptions. 
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The  criticism  commonly  directed  against  the  general  gross  income  tax  in 
Pennsylvania  is  that  it  impinges  upon  all  income  recipients,  large  and  small,  at 
the  same  rate  and  burdens  the  poorer  citizens  unfairly.  Any  exemptions  from  a gro: 
income  tax  and  any  graduation  of  rates  could  not  be  accomplished  v;ithout  a 
constitutional  amendment,  as  the  constitution  has  been  interpreted.  The  effect  of  ; 
an  exemption,  it  should  be  noted,  is  that  the  ratio  of  tax  paid  to  income  increase 
as  the  income  increases  above  the  exempt  level.  The  Indiana  gross  income  tax  is  ii- 
effect,  therefore,  a relatively  progressive  tax.  The  progression  is  not  so  great, 
however,  as  in  the  personal  net  income  taxes  with  similar  exemptions  and  graduated 
rates . 

In  appraising  the  different  types  of  income  taxes  as  possible  revenues  in 
Pennsylvania,  each  type  should  be  considered  in  relation  to  the  other  taxes,  state 
local,  and  federal,  which  the  citizens  must  pay.  As  mentioned  before  in  this  repo 
different  taxes  distribute  their  burdens  differently.  Every  tax  has  disadvantages 
as  well  as  advantages.  The  various  taxes  employed  as  parts  of  the  revenue  system 
should  be  dovetailed  into  an  over-all  pattern  which  is  consistent  with  the 

< 

economic  and  social  life  and  aims  of  the  community. 

The  Comparative  Size  and  Stability  of  Different  Tax  Bases 

1 

There  has  been  considerable  discussion  from  time  to  time  of  the  comparative 
size  and  stability  of  the  bases  of  personal  income,  general  sales,  and  corporate 
net  income  taxes.  Unfortunately,  annual  data  are  not  available  for  Pennsylvania 
over  a period  of  years  which  would  permit  a comparison  of  the  total  personal  gross 
and  net  income  for  tax  purposes,  total  consumer  purchases,  and  total  net  income 
of  corporations  obtained  in  the  state.  Data  are  available  on  a national  basis, 
however,  which  will  provide  a comparison  of  the  total  national  gross  and  personal 
net  income,  before  exemptions,  reported  for  the  federal  income  tax,  consumer 
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expenditures  for  commodities,  excluding  alcoholic  beverages,  cigarettes,  gasoline, 
and  food  purchased  for  home  consumption,  and  corporate  net  income  reported  for 
federal  taxation,  with  adjustments  to  allow  for  the  fact  that  Pennsylvania  could 
not  tax  the  interest  on  federal  securities  and  for  other  differences  in  the  basis 
of  a state  and  federal  income  tax. 

The  national  data  are  summarized  in  Tables  5 and  6.  It  will  be  observed  that 
corporate  net  income  is  the  most  variable  of  the  data  compared.  Corporate  net 
income  is  also  substantially  smaller  than  the  adjusted  gross  and  net  income  of 
individuals,  in  the  aggregate.  It  is  also  much  smaller  than  total  consumer 
expenditures,  after  excluding  alcoholic  beverages,  cigarettes,  gasoline,  and  food 
purchased  for  home  consumption. 

The  aggregate  adjusted  gross  and  net  income  of  individuals  move  up  and  down 
together  with  changing  economic  conditions,  but  they  are  much  more  stable  than 
corporate  net  income.  With  the  rising  levels  of  prices  during  and  after  the  war, 
both  personal  and  corporate  income  and  also  consumer  expenditures  increased  sub- 
stantially. Consumer  expenditures  rose  most  steadily,  corporate  net  income  the  le; 

The  data  indicate  that  if  purchases  of  food  for  home  consumption  are  excluded 
from  consumer  expenditures,  the  remaining  expenditures  are  substantially  reduced  aj 
that  fluctuations  are  greater  than  they  are  when  food  purchases  are  included.  But 
even  then,  the  remaining  expenditures  are  more  stable  than  individual  adjusted 
gross  and  net  income  and  corporate  net  income. 
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TABLE  5 - MTIOF/iL  INDIVIDUAL  IFCOI^!E,  CORPORATION 
NET  INCOflE,  AND  CONSUfTTION  EXPENDITURES 

1929-1951 

(in  billions) 


Corporate  Net 
Income  before 

Consumption  of  Income  and 

Commodities  Minus  Profits  Taxes 
Alcoholic  Beverages,  less  Interest 


Year 

Adjusted  Gross 
Individual 
Income 

Gasoline  & Oil, 
Tobacco  and  Food 
purchased  for 

Home  Consumption 

on  Governmental 
Obligations  and 
Intercorporate 
Dividend  Receipts 

Individual 
Net  Income 
before 
Exemptions 

1929 

$ 28.9 

$ 26.9 

$ 11.7 

S 24.8 

1930 

20,9 

22.8 

6.4 

18.1 

1931 

16.0 

18.9 

3.7 

13.6 

1932 

13.9 

14.9 

2.2 

11.7 

1933 

12.9 

13.9 

3.0 

11.0 

193^ 

14.8 

15.^ 

^.3 

12.8 

1935 

17.0 

17.0 

5.2 

14.9 

1936 

21.7 

19.0 

6.7 

19.2 

1937 

24.0 

20.3 

6.7 

21.2 

1938 

21.5 

18.8 

4.4 

18.9 

1939 

25.9 

23.4 

6.5 

23.2 

19^0 

40.3 

22,7 

8.8 

36.6 

19^1 

63 .5 

27.5 

15.5 

58.9 

19^2 

85.8 

29.3 

22.0 

78.9 

1943 

106.6 

26.3 

99.6 

1944 

116,4 

38.1 

24.1 

1945 

120.3 

^3.7 

18.9 

106.2 

19^6 

13^.3 

52.7 

23.3 

1947 

150.3 

59.7 

29.4 

132.6 

19^8 

164.2 

63.9 

32.3  (1) 

19^9 

161,4  (1) 

62.8 

26.6  (1) 

141.8  (1) 

1950 

68.6 

1951 

70.5 

Source:  Constimption  data  from  Survey  of  Current  Business,  United 
States  Department  of  Commerce, 

Adjusted  Gross  Individual  Income,  Individual  Net  Income,  and 
Corporate  Net  Income  data  from  Statistics  of  Income,  Bureau 
of  Internal  Revenue. 

(1)  Preliminary 
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TABLE  6 - MTIOML  PERSONAL  COFGUITTIOF  EXFE^TDITURLG 

1929-1951 

(in  billions) 


Total 

Consumption 

Personal 

of 

Year 

Consumption 

Commodities 

1929 

5 78.8 

s 47.1 

1930 

70.8 

41.3 

1931 

61.2 

34.5 

1932 

49.2 

26.4 

1933 

46.3 

25.6 

193^ 

51.9 

31.0 

1935 

56.2 

34.5 

1936 

62.5 

39.3 

1937 

67.1 

42.2 

1938 

64.5 

39.8 

1939 

67.5 

42.0 

1940 

72.1 

45.4 

1941 

82.3 

53.7 

1942 

91.2 

59.9 

1943 

102.2 

67.8 

1944 

111.6 

74.2 

1945 

123.1 

83.4 

1946 

146.9 

102.4 

1947 

165.6 

116.5 

1948 

177.9 

123.8 

1949 

180.6 

123.0 

1950 

194.3 

131.9 

1951 

208.0 

140.6 

Source : 

Survey  of  Current 

Business,  U 

Consumption  of 
Commodities  Minus 

Consumption  of  Alcoholic  Beverages 

Commodities  Minus  Gasoline  and  Oil, 

Alcoholic  Beverages,  Tobacco,  and  Pood 

Gasoline  and  Oil,  Purchased  for  off 

and  Tobacco Premise  ConsTimptioi 


$ 41.4 

0 26.9 

36.0 

22.8 

29.4 

18.9 

22.9 

14.9 

22.2 

13.9 

26.0 

15.4 

28.8 

17.0 

32.7 

19.0 

34.9 

20.3 

32.7 

18.8 

35.4 

23.4 

37.6 

22.7 

44.8 

27.5 

50.5 

29.3 

58.0 

34.5 

63.4 

38.1 

71.1 

43.7 

87.3 

52.7 

100.2 

59.7 

107.4 

63.9 

106.2 

62.8 

114.3 

68 .6 

122.1 

70.5 

S.  Department  of  Commerce. 
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Cost  of  Administering  St-'"te  Income  '"''ar 

Data  are  not  available  to  shov^  accurately  and  completely  the  cost  of  '"dminis- 
terinff  a state  income  tax  at  different  levels  of  efficiency.  ^he  Tax  Departments  o 
the  various  states,  ’-rhich  administer  both  the  corporate  and  personal  income  taxes, 
do  not  usually  maintain  separate  accounts  to  indicate  the  particular  costs  of  en- 
forcinff  and  collecting  each  type  of  tax.  ^he  data  available  to  the  ""ax  Study  Com- 
mittee provide  a basis  for  estimating  that  the  costs  of  administering  the  personal 
graduated  net  income  tax  of  Few  York  are  approximately  1.5  percent  of  the  tax  colie 
tions.  This  is  apparently  about  the  average  cost  of  collecting  a state  retail  sale 
tax. 

It  should  be  noted  here  t^^at  the  ratio  of  administrative  costs  to  tax  collec- 
tions does  not  in  itself  indicate  t^e  comparative  efficiency  and  completeness  of  ta 
administration.  It  is  also  vrorth  observing  f'at  the  costs  of  administering  a ne’-' 
tax  tend  to  be  higher  in  the  initial  years  of  its  administration,  end  that  as  the 
volume  of  tax  collections  increases  'dth  higher  levels  of  economic  activity  the  rat 
cf  administrative  costs  to  tax  collections  may  tend  to  decline. 

The  Duplication  of  State  and  Local  Income  Taxes 

A Peculiar  fiscal  situation  Tias  developed  in  Pennsylvania,  ^-^ere  local  govern- 
ments are  permitted  to  tax  those  objects  ’-'hich  the  Common'-^eal th  can  but  docs  not  ta 
subject  to  some  restrictions.  Pennsylvania  has  gone  farther  than  any  other  state  i 
opening  up  ne’-^  sources  of  revenue  to  local  governments.  Fop-,  in  addition  to  Phila- 
delphia, nearly  300  local  governments  are  collecting  income  taxes.  Philadelphia 
raised  $45,600,000  from  this  source  in  1^152.  This  ’-^as  31*0  percent  of  the  city 
government  revenues.  In  IO50  local  units  outside  Philadelphia  collected  approxim.- 
ately  $11,000,000  from  their  ixicome  taxes  and  are  no^r  obtaining  greater  revenues 
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from  this  source 


May  the  Common’''’ealth  enter  a revenue  field  ^'^hich  is  important  to  many  local 
governments?  Follo^dn^  the  enactment  of  "Act  481"  into  la^-r  in  1*^49,  many  local  so' 
ernments  have  adopted  taxes  on  amusements,  mechanical  devices,  business  urivileires 
mercantile  licenses,  realty  transfers,  and  incomes.  Per  canita  taxes  have  been 
widely  enacted.  Is  the  Common’ 'eal th,  ”hich  has  vreatly  exuanded  its  aid  to  local 
governments,  no’-’  in  the  nosition  of  havinc-  e-iven  to  its  local  subdivisions  product- 
ive taxing  po’-’ers  ”hich  it  cannot  itself  utilize? 

Legally,  of  course,  the  Commonwealth  may  forbid  the  local  governments  to  tax 
incomes  and  other  objects  or  it  may  authorize  them  to  imnose  additional  taxes  on 
income  even  if  a Common’-’ealth  income  tax  is  adonted.  Another  course  of  action  ’-’ou 
be  the  sharing  of  state  income  tax  collections  ''Uth  tl^e  local  governments  on  a bas 
X'Thich  would  guarantee  them  at  least  as  much  revenue  as  they  no’-'  obtain  from  this 
source. 

Considering  the  administrative  and  compliance  problems,  revenue  nossibilities 
and  the  eouity  of  taxation,  there  is  much  to  be  said  for  a uniform  state-’/ide  inco 
tax  in  preference  to  hundreds  or  thousands  of  local  taxes  on  income.  Many  small 
communities,  I'' eking  large  industrial  and  commercial  enterprises  and  emnloyment, 
cannot  develop  a local  income  tax  as  a fertile  revenue.  Such  communities  m.ay  re- 
ouire  state  assistance  in  obtaining  revenues  by  means  of  shares  of  state-collected 
taxes  or  gra.nts. 

A large  city  such  as  Philadelphia  nresents  neculiar  nroblems.  Philadelphia 
depends  heavily  unon  the  city  incomie  tax  for  revenue.  Unless  the  Commonvrealth  wou 
be  prepared  to  restore  this  revenue  from  a state  income  tax  or  another  so’jrce,  it 
may  be  necessary  to  permit  Philadelphia  to  continue  to  collect  its  income  tax  as  a 
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additional  revenue. 


The  Earmarking  of  State  Revenues  ?or  Certain  Services 

The  question  of  the  appropriate  state  and  local  government  relations  ’-uth  res 
pect  to  the  income  tax  is  similar  to  the  question  previously  mentioned  in  the  dis- 
cussion of  the  general  sales  tax  as  a possible  state  revenue.  Frequently  it  is 
suce'ested  that  if  Pennsylva’^ia  should  adout  a general  tax  on  'oersonal  incomes  or 
sales  a uart  or  all  of  the  tax  should  be  earmarhed,  or  reserved,  for  the  sunmort  o: 
education  because  of  the  sreat  and  arovunfr  demands  of  the  'oublic  school  system,  for 
ne^'^  funds  to  finance  it's  m.ore  costly  program..  In  Pennsylvania  the  state  taxes  on 
m.otor  vehicles  and  motor  vehicle  fuel  arc  segregated,  by  constitutional  m.andate,  f 
the  exclusive  use  of  the  high’-'ay  system,  '^he  earm.arking  of  some  or  all  of  the  col 
lections  of  a particular  revenue  for  snecific  state  or  local  government  use  is 
rather  common  among  the  states.  It  has  been  noted  in  tlie  nrevious  discussion  that 
in  a number  of  instances  state  aovernm.ents  have  devoted  nersonal  income  or  sales 
tax  revenues  directl.y  for  the  sunnort  of  education. 

A number  of  advantages  are  cited  by  those  ^'h©  advocate  the  earmarking  of  tax 
funds.  If  the  citizens  know  that  a nc^'r  tax  is  being  imposed  to  pay  for  the  public 
schools,  public  assistance,  health,  veterans'  bonuses,  or  some  other  service  v^hici 
they  aTTorove,  they  i-dllpresumably  anqrove  also  the  ne^'^  tax.  The  function  financed 
in  this  manner  h^s  the  assurance  of  funds  from  a designated  source  of  revenue.  11 
the  taxpayers  think  that  function  needs  more  revenue  or  is  costing  too  much,  they 
may  exercise  their  influence  to  raise  or  lo’-'er  the  earma.rked  tax. 

The  earmarking  device  has  been  found,  ho’-^ever,  to  suffer  from  certain  disadve 
tages  which  m.ay  nrove  to  be  serious,  'T'here  may  be  too  much  or  too  little  revenue 
available  for  the  nublic  service  being  financed  or  for  the  local  governments  rec- 
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Giving  aid  in  this  v^ay  "becauRc  the  earmarking  is  mechanical,  being  a stated  percen- 
tage of  tax  collections,  a certain  part  of  the  total  tax  rate,  or  Possibly  a desig- 
nated sum  of  money.  If  the  basis  of  the  earmarked  tax  varies  considerably  from 
year  to  year,  the  funds  received  ^dll  vary  accordingly  rather  than  according  to  the 
need  for  them.  If  the  function  being  financed  in  this  manner  has  too  much  or  too 
little  money,  other  functions  may  be  in  the  opposite  situation,  suffering  from  a 
lack  of  funds  or  obtaining  more  than  is  needed.  The  chief  objection  to  earm.arking 
has  been  the  inflexibility  of  an  arrangement  vrhich  is  governed  automiitically  rathei 
than  by  judgment,  unless  the  earmarking  is  to  be  subject  to  annual  revision. 

It  is  customary  for  the  states  to  place  tax  collections  in  the  General  !^und 
vhich  are  being  used  to  finance  general  public  functions.  It  is  not  necessary  ther 
to  divide  tax  collections  into  numerous  compartments  among  many  special  funds  v/hos 
financing  may  prove  very  difficult  to  control  if  a prolific  source  of  revenue  is 
preempted  for  a special  use.  The  General  "^und  lends  itself  to  distribution  from 
year  to  year  among  the  essential  state  services  according  to  the  need  for  them  and 
their  changing  expenditure  requirements,  financing  through  the  General  Fund  fac- 
ilitates an  overall  view  of  the  state  expenditure  program  and  it's  overall  control 
as  the  various  parts  of  the  program  are  related  to  each  other. 
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Estimated  Revenue  from  a State  Income  Tax 

The  revenue  to  be  obtained  by  the  Commonwealth  from  an  income  tax 
would  depend  upon  the  type  of  tax  imposed,  the  rates  and  other  features 
of  the  tax,  prevailing  economic  conditions,  and  the  effectiveness  of 
enf or cement o It  will  be  assumed  here,  for  illustrative  purposes,  that 
a high  level  of  economic  activity  continues  at  approximately  the  1952 
levels o The  revenue  will  be  estimated  in  approximate  amounts? 

lo  A gross  income  tax  at  a rate  of  1 percent  on  the  incomes 
of  individuals  and  the  net  income  of  unincorporated  enter= 
prises  and  professions  similar  to  the  tax  proposed  in 
Pennsylvania  in  1951,  $135  million  a yearo 

2o  A flat  rate  net  income  tax  at  a rate  of  1 percent  on 

the  net  incomes  of  individuals  without  any  exemptions, 

$120  million  a yearo 

3o  A tax  at  a rate  of  7 percent  computed  on  the  basis  of 
the  graduated  federal  net  income  tax,  and  thus  a gradu= 
ated  tax,  in  effect,  $l40  million  a yearo 
4o  A graduated  net  income  tax  simil®?  to  that  of  the  State 

of  New  York  and  at  similar  rates,  that  is,  graduated 

from  lo8  to  6o3  percent,  with  exemptions  of  $1,000  for 
single  persons  and  $2,500  for  married  couples,  and  a 
credit  of  $400  for  dependents,  $135  million  a yearo 
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The  personal  net  income  tax  is  a direct  tax  on  the  individual o 
More  than  any  other  taxy  perhaps p the  graduated  net  income  tax  has 
been  regarded  as  a tax  based  upon  personal  ability  to  payo 

Twenty-=nine  states  now  impose  general  personal  net  income  taxes 
which  raised  approximately  $900  million  in  1952 » In  addition,  Indiana 
levies  a general  gross  income  tax  on  individuals  as  a supplement  to 
the  gross  income  tax  on  busineaso 

Several  states  earmark  part  of  the  income  tax  revenue  to  the  support 
of  the  public  schools o 

The  general  personal  net  income  taxes  of  the  states  are  commonly 
graduated  in  rate  according  to  the  amount  of  taxable  net  incomeo  Massa= 
chusetts  and  Maryland,  however,  tax  investment  income  at  a higher  rate 
than  income  from  personal  services o 

No  new  state  general  personal  income  taxes  have  been  adopted  since 
1937 o The  high  federal  income  tax  rates  apparently  have  discouraged  the 
enactment  of  new  state  taxeSo  Meanwhile,  several  states  have  adopted 
general  sales  taxes o 

In  Pennsylvania,  the  constitution  requires  uniform  taxatiouo  This 
apparently  precludes  the  adoption  of  a graduated  net  income  tax  and 
may  also  forbid  the  enactment  of  a flat  rate  net  income  tax,  with  or 
without  exemptions,  until  the  constitution  is  amendedo  At  this  time 
only  a flat  rate  gross  income  tax  on  individuals,  without  exemptions, 
is  unquestionably  constitutionalo 

If  the  Commonwealth  should  adopt  an  income  tax,  the  problem  of 
coordinating  the  state  and  local  income  taxes  would  arise.,  Considering 
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the  administrative  and  compliance  problems,  revenue  possibilities,  and 
the  equity  of  taxation,  there  is  much  to  be  said  for  a uniform  state- 
wide  income  tax  in  preference  to  hundreds  or  thousands  of  local  taxes 
on  income o 

Unless  the  Commonwealth  would  be  prepared  to  restore  to  Phila- 
delphia  the  revenue  which  it  would  lose  from  abandoning  this  source, 
however,  it  may  be  necessary  for  the  Commonwealth  to  permit  Philadelphia 
to  continue  to  collect  its  income  tax  as  an  additional  revenue o 

The  earmarking  of  part  or  all  of  a general  tax  on  personal  income 
or  sales  for  education,  would  identify  a new  tax  with  the  revenue  needs 
of  the  public  schools  and  might  be  received  more  favorably  by  the 
citizenso  On  the  other  hand,  the  function  to  be  aided  as  well  as  other 
functions  might  suffer  from  a dearth  or  an  overabundance  of  revenue, 
depending  upon  the  results  of  the  mechanical  distribution  of  funds  on 
the  basis  of  the  earmarking  formulae  Financing  education  and  other 
general  functions  through  the  General  Fund  lends  itself  to  a more  flexi- 
ble apportionment  of  funds  according  to  changing  needs  and  costs  and 
facilitates  the  over-all  control  of  state  expenditures o 

The  annual  revenue  which  an  income  tax  would  yield,  assuming  1952 
levels  of  activity,  would  vary  with  the  type  of  tax  imposed  and  the 
effectiveness  of  enforcemento  These  estimates  of  approximate  revenues 
are  cited § 

lo  A gross  income  tax  at  a rate  of  1 percent  on  the  incomes 
of  individuals  and  the  net  income  of  unincorporated 
businesses  and  professions  similar  to  those  proposed  in 
Pennsylvania  in  1951 j $135  million  a yearo 
2o  A flat  rate  net  income  tax  at  a rate  of  1 percent  on  the 
net  incomes  of  individuals,  without  any  exemptions, 

$120  million  a yearo 
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3o  A tax  at  a rate  of  7 percent,  computed  on  the  basis 
of  the  graduated  federal  net  income  tax,  and  thus 
graduated,  in  effect,  $140  million  a yearo 
4o  A graduated  net  income  tax  similar  to  that  of  the  State 
of  New  York  and  at  similar  rates, that  is,  graduated  from 
1„8  to  6o3  percent,  with  exemptions  of  $1,000  for  single 
persons  and  $2,500  for  married  couples  and  $400  for  de- 
pendents, $135  million  a yearo 
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CHAPTER  XIII 


THE  NEED  FOR  A BUREAU  OF  TAX  RESEARCH  AND  STATISTICS 

The  Committee  is  of  the  opinion  that  there  should  be  a Bureau  of 
Tax  Research  and  Statistics  in  the  Department  of  Revenue,  adequately 
staffed  with  trained  and  competent  economists,  statisticians,  and  assis- 
tants to  carry  on  effectively  a program  of  tax  research  and  tax  information, 
including  the  issue  of  necessary  tax  reports o Adequate  library  and  research 
facilities  should  be  available  for  the  BureaUo 

As  the  Committee  views  it  the  functions  of  a modern  Bureau  of  Tax 
Research  and  Statistics  would  include; 

1-Assembling  and  interpreting  data  required  in  revenue  estimating 
2=Gathering  and  analyzing  data  dealing  with  economic  trends  in 
Pennsylvania  and  other  leading  states 
3=Studying  the  economic  problems  and  effects  of  existing  taxes 
4=Studying  the  administrative  problems  of  existing  taxes 
5”Studying  the  economic  and  administrative  problems  of  potential 
new  sources  of  revenue 

6-Studying  tax  trends  and  problems  in  other  states  of  importance 
to  Pennsylvania 

7=Conducting  special  studies  of  interest  to  the  Governor,  the 
Department  of  Revenue,  the  General  Assembly,  and  the  public 
8=Studying  state  and  local  goverrmient  tax  relations 
9=Preparing  monthly,  quarterly,  annual,  and  other  tax  reports 

10- Maintaining  a reference  library  for  the  study  of  tax  problems 

11- Maintaining  files  of  pertinent  and  useful  tax  data 

12=Providing  technical  assistance  to  other  State  Departments  on  tax 

questions  involving  economic  and  statistical  problems 
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13“Provlding  information  for  answering  inquiries  of  taxpapers,  public 
officials s,  and  the  citizens  concerning  relevant  tax  matters 
14-Engaging  in  such  other  research  and  statistical  activities  as 
would  be  helpful  in  the  formulation  of  a tax  system  sound  in 
practice  as  well  as  in  theoryo 

Tax  Information 

This  Bureau  would  have  the  primary  duties  concerned  with  the  assembling 
and  analysis  of  data  required  for  the  issuance  of  tax  information  by  the 
Department o The  Committee  feels  that  an  annual  report  should  be  put  out  by 
the  Department  of  Revenue  containing  the  following  type  of  tax  informations 
1=A  summary  of  trends  in  tax  collections 

2»The  changes  in  tax  legislation  approved  by  the  General  Assembly 
and  the  Governor 

3=An  explanation  of  the  organization  and  operation  of  the  Department 
of  Revenue 

4=The  names  of  the  important  tax  personnel 

5“An  analysis  of  current  problems  of  tax  administration  and  compliance 
6=An  explanation  of  the  major  features  of  the  state  tax  system 
T^Comparisons  of  taxes  in  Pennsylvania  with  those  in  other  leading  states 
8= Impact  of  state  and  local  taxation  on  the  economy 
9=Important  developments  in  local  as  well  as  state  taxation 
10=0ther  essential  information  of  value  and  interest  to  the  General 
Assembly^  the  Administration , and  the  public  in  understanding  state 
tax  problems  and  finding  solutions  for  themo 
In  addition  to  these  duties  j,  this  Bureau  should  have  on  hand  at  all  times 
essential  data  assembled  for  special  studies  of  the  nature  of  the  present  study 
and  other  analyses  of  tax  problems o 
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The  annual  report  may  therefore  need  to  he  supplemented  by  special 
reports  of  studies  undertaken  by  the  Department  of  Revenueo 

The  complexities  of  modern  taxes  are  such  that  they  cannot  be  dealt 
with  rationally  without  patient  and  penetrating  study  for  the  information 
of  those  who  formulate  and  enact  tax  legislationo  The  methods  and  costs 
of  tax  administration  are  always  problems  which  require  regular  analysis » 

The  choice  among  tax  alternatives  in  raising  the  needed  new  revenue 
of  the  Commonwealth  cannot  be  made  wisely  unless  the  limitations  and 
advantages  of  the  present  as  well  as  possible  new  sources  of  revenue  are 
understood o It  may  be  to  the  advantage  of  the  economy  to  lower  some  taxes 
even  if  taxes  in  general  must  be  increased o It  may  also  be  that  certain 
inequities  could  be  removed  by  the  development  of  improved  tax  measures o 

The  tax  climate  must  not  be  unfavorable  if  the  goals  of  ever  increasing 
individual  incomes,  living  standards,  saving,  employment,  and  production 
are  to  be  achievedo  It  is  therefore  necessary  to  study  economic  trends  in 
other  states  as  well  as  in  Pennsylvania  and  to  note  the  possible  effects  of 
taxation  on  economic  developments o 

Revenue  forecasting  requires  a great  amount  of  research  and  statistics c 
At  best,  revenue  forecasting  is  bound  to  be  somewhat  uncertain,,  It  can  be 
strengthened  greatly,  however,  by  having  available  all  pertinent  economic  and 
statistical  data  concerning  general  and  particular  economic  trends « 

The  other  leading  states  have  found  it  necessary  to  organize  and  main- 
tain a Bureau  of  Tax  Research  and  Statistics  in  conjunction  with  the  program 
of  the  Tax  Departments  The  work  of  the  Tax  Study  Committee  has  clearly 
demonstrated  the  need  for  a similar  Bureau  in  Pennsylvania « The  proposed 
Bureau  of  Tax  Research  and  Statistics  should  be  under  the  supervision  of  a 
Director  who  is  a trained  economist  competent  to  undertake  statistical 
analyses o The  need  for  such  a Bureau  is  so  great  that  provision  for  it  should 
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now  be  madeo  Such  a Bureau  would  not  involve  a great  expenditure  of  funds 
and  would  be  money  well  spent „ 

A study  of  the  work  of  the  bureaus  engaged  in  research  and  statistical 
work  in  Ohio,  New  York,  California,  and  other  states  indicates  that  it  should 
be  under  the  supervision  of  a Director  who  is  a trained  economist  and  who 
is  generally  recognized  as  a competent  tax  student  capable  of  undertaking 
the  needed  economic,  financial,  and  statistical  studies o 

The  Director  should  have  available  an  adequate  staff  of  persons  trained 
and  competent  in  economic  and  statistical  analysis  as  well  as  such  clerical, 
stenographic,  and  other  assistance  as  may  be  neededo  The  Bureau  should  have 
at  its  disposal  a fully  adequate  library  of  tax,  financial,  and  economic 
publications  and  such  other  sources  of  information  as  would  be  advantageous 
in  conducting  its  research  and  statistical  vorko 


This  chapter  has  emphasized  the  need  for  a Bureau  of  Tax  Research  and 
Statistics  in  the  Department  of  Revenue,  adequately  staffed  with  trained  and 
competent  economists,  statisticians,  and  assistants o Adequate  library  and 
research  facilities  should  be  available  for  the  Bureau „ 

Such  a Bureau  would  assemble  and  analyze  essential  tax  data  and  inter= 
pret  it  for  the  benefit  of  the  Department  of  Revenue,  the  Governor,  the 
General  Assembly,  and  the  publiCo 

It  would  be  invaluable  in  the  preparation  of  an  annual  report  by  the 
Department  of  Revenue,  and  in  the  preparation  of  such  other  tax  reports  as 
might  be  issuedc 
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ERRATA: 


1.  Summaries  to  all  Chapters,  Chapter  XI,  last  paragraph;  also 
last  paragraph  on  pages  XI  - 36  and  XI  - 41  should  read  as 
follows: 

’’It  is  estimated  that  a 2 percent  tax  on  sales 
of  tangible  personal  property,  exempting  food  for  home 
consumption  and  also  exempting  the  specially  taxed  com- 
modj.ties,  alcoholic  beverages,  cigarettes,  and  gasoline, 
would  provide  approximately  $140  million  a year  in  revenue 
in  Pennsylvania," 

2.  Chart  following  page  1-4  includes  an  estimated  surplus  of 
$9,327,000  in  the  classification  "other  revenues",  It  should 
read  as  follows: 

Other  Revenue  $50,923,000 

Estimated  Surplus  9,327,000 

3.  Table  3,  page  1-7  should  include  the  following  footnote; 

"These  figures  do  not  include  construction  items" 

4.  Sumiaaries  to  all  Chapters,  Chapter  III,  last  paragraph  on 
second  page  and  the  entire  third  page;  also  pages  III  - 51 
and  III  - 52  should  read  as  follows: 

"A  comparison  of  the  use  of  particular  state 
and  local  revenue  sources  among  the  leading  states  in 
the  fiscal  year  1951,  excluding  motor  vehicle  and  fuel 
and  unemployment  compensation  taxes  shows  the-  following; 
(Before  the  1951  Increase  in  the  inxieritance  tax  rate  on 
collateral  heirs  from  10  to  15  percent  and  the  Increase 
in  the  corporate  net  income  tax  rate  from  4 to  5 percent 
in  Pennsylvania) 

1,  On  a per  capita  basis,  Pennsylvania  ranked 
1st  in  alcoholic  beverage  revenues 
2nd  in  cigarette  taxes 
2nd  in  inheritance  taxes 
3rd  in  corporation  taxes 
11th  in  local  property  taxes 
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2,  In  relation  to  income  payriients  Pennsylvania  ranked 
2nd  in  alcoholic  beverage  revenues 
2i'id  in  cigarette  ta::es 
2ud  in  inheritance  taxes 
4th  in  corporation  taxes 
12th  in  local  property  taxes 

3«  With  respect  to  the  percentage  of  state  and  local 
tax  revenues,  including  alcohol  profits,  obtained 
from  its  major  revenue  sources  in  the  fiscal  year 
1951  Pennsylvania  ranked 

1st  in  cigarette  taxes 
in  inheritance  taxes 
2nd  in  alcoholic  beverage  revenues 
2nd  in  general  corporation  taxes 
11th  in  local  property  taxes 

4.  Summarizing  the  results  of  the  comparison  of  the 
revenue  systems  of  the  15  states,  the  rank  of 
Pennsylvania  in  the  burdens  placed  on  those  paying 
each  of  the  major  revenues  v;as  as  follows;  (Before 
the  1951  increase  in  the  inheritance  tax  rate  on 
collateral  heirs  from  10  to  15  percent  and  the 
corporate  income  tax  rate  increase  from  4 to  5 
percent  in  Pennsylvania) 


Revenue  Source 

Per 

Capita 

Income 

Payments 

Percentage 
of  Total 

Alcoholic  Beverages 

1st 

2nd 

2nd 

Cigarettes 

2nd 

2nd 

1st 

Inheritance  Taxes 

2nd 

2nd 

1st 

Corporation  Taxes 

3rd 

4th 

2nd 

Local  Property  Taxes 

11th 

12th 

nth 

The  many  public  services  provided  by  the  Commonwealth 
presumably  benefit  all,  or  at  least  the  great  majority, 
of  the  population,  indirectly  if  not  directly.  All  who 
benefit  from  those  services  should,  therefore,  contri- 
bute their  just  share  of  the  costs  of  those  services 
according  to  their  ability  to  pay." 
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5.  The  last  paragraph  on  page  IV  - 15  and  the  first  three  para- 
graphs on  page  IV  - 16  should  be  deleted. 

Last  sentence  on  page  IV  - 19  and  last  sentence  in  fourth 
paragraph  of  summary  of  Chapter  IV  should  read  $900,000 
instead  of  $4«5  million, 

6.  In  Chapter  VIII  the  correct  figure  for  the  total  amount  of 
State  aid  to  local  governments  in  the  fiscal  year  1951  is 
$157,1  million  and  the  correct  figure  for  the  per  capita 
Federal  aid  to  Pennsylvania  in  the  fiscal  year  1951  is 
$9.76. 

7.  The  references  made  to  Act  481  should  read; 

Act  481  (1947) 
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